THE JOURNAL 


POLITICAL ECONOMY 


June 1925 


THE BALANCE REQUIRED OF BORROWERS 


INTRODUCTION 


Inasmuch as the American banking system is an indigenous 
outgrowth of our distinctive economic environment, it is not sur- 
prising that in both organization and practical operations it is 
found to differ much from the European and Canadian types. 
One factor accounting for many of these differences in scheme and 
method of operation is the fact that the banks served a commu- 
nity rich in undeveloped resources but chronically deficient in 
capital, and therefore they were always pressed for funds by 
applicant borrowers. In the case of commodities, a sellers’ mar- 
ket puts the seller in an advantageous position whereby he can 
exact terms and conditions from the buyer not possible where 
supply exceeds demand. The situation is similar in the market 
for loans where funds are scarce relative to the demand, a condi- 
tion prevailing in a new country with boundless opportunities and 
aggressive promotive business men; the bargaining advantage 
being in his favor, the banker is then in a position to levy terms 
upon his borrowing customers which promote his profits or secur- 
ity, as well as the permanence of his customers’ accounts. 
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NATURE OF THE REQUIREMENT 


One such requirement from borrowers is that they maintain a 
fair “balance” of account, in an amount varying as among the 
banks from ro to 25 per cent of the borrowings, the most common 
proportion probably being 20 per cent. The base of the percentage 
is sometimes the full “line of credit,’”’ at other times the portion 
of the line of credit commonly used; occasionally some such per- 
centage as 10 per cent of the full line plus 20 per cent of the used 
line is asked; and it may be a percentage of the actual borrowings 
or of the average borrowings over a period of time. Some banks 
are content to state the requirement in the elastic phrase that the 
borrower is expected to “treat the bank right.”’ It is obvious that 
to allow loans in an amount equal to a multiple of balances which 
have been, and presumably will be, kept does not differ from 
requiring a borrower to leave a percentage of his loan with the 
bank. 

A wide diversity of practice exists as among the banks and as 
among their customers in the amount of balance required and in 
the insistency of the requirement. Among the factors causing 
this variation the following may be mentioned: 

1. Local custom.—F or instance, it may be that 10 per cent has 
become the common proportion, or that the practice never was 
well started, or that during a period of intense competition the 
requirement was not enforced and died out. Or possibly the terms 
are determined largely by past experience and differ with the 
conditions prevailing in the various places. 

2. Locality and type of prevailing industry.—In certain agricul- 
tural regions it is less commonly demanded; likewise in com- 
munities where the people are thrifty but there are not sufficient 
local industries to absorb their surplus savings. 

3. Size of the bank.—Among the larger banks, particularly in 
Reserve cities, the practice is nearly universal, whereas in parts 
of the Mid-West where banks are more numerous and small, it 
may be infrequent. 

4. Conditions of the money market-—When the banks are flush 
with funds and borrowers are few, the bargaining advantage is 
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with the borrowers, and the lending banks are more willing to 
waive the balance requirement altogether or to be content with a 
smaller percentage. This state of easy money may, of course, be 
seasonal or cyclical or simply occasional. 

5. Open-market loans.—Lending in the open market by pur- 
chasing commercial paper and acceptances is more frequent when 
the bank has funds in excess of the local demand, and such exten 
sions of credit are made to non-depositors and no balance is re- 
quired. 

6. Competition.—In any city where, on account of the excess 
number of banks or other cause, the banks compete very keenly 
for business, the balance requirement may be waived altogether 
or be made an inconsiderable and elastic requirement. 

7. Special features of the accounts.—If the applicant borrower 
carries his main account in a bank in another state or district, or 
if the applicant’s account is very active and therefore expensive 
to handle, or if it does not have any important relationship with 
getting or maintaining other important accounts, the applicant 
cannot expect much favor in the way of low balance requirement 
from the bank. 

8. Secured loans.—In most cases the lending bank discrimi- 
nates against unsecured loans by requiring a fair balance, whereas 
little or no balance may be asked in case of loans supported by 
adequate collateral. The range of application of the balance re- 
quirement is “‘no distinction,” “only against unsecured,” “higher 
against unsecured,” “‘not so strict in case of secured,” “against 
secured loans to non-depositors only.” 

g. Character of management.—The views of the bankers on the 
subject of balance requirement are very diverse and often quite 
positive, some bankers holding that such requirement is both fair 
and necessary, others that there is no warrant whatever for it. 

The practice of requiring proportionate balances from bor- 
rowers is therefore not universal, and it is difficult to determine 
whether it is on the wane or not, but since both the reason for it 
and the opportunity for enforcing it are declining, it seems logical 
to suppose it is not holding its own. It is not enforced by the for- 
eign branches of American banks, nor by the British and Canadi- 
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an banks, which instead employ the system of account-current, 
under which loans, exclusive of purchased bills, are made by over- 
drafts, which fluctuate from day to day, as does the ordinary 
balance account, and interest is charged at one rate for overdrafts 
and credited at a lower rate for credit balances, the bank expecting 
the customer to carry credit balances part of the time. 


ORIGIN OF THE REQUIREMENT 


It seems impossible positively to identify the origin of the 
American method of balance requirement. The writer has found 
twenty-one explanations in banking literature and in letters from 
bankers, but most of these explanations are mere guesses or sug- 
gestions, and when examined prove empty of fact. A common 
error in explaining its origin is to mistake its adoption in a locality 
for the beginning of the method in the country as a whole; such, 
for example, is undoubtedly the case with those who suggest its 
origin in the scarcity of funds in the panic of 1907, inasmuch as 
bankers who have been in business forty or fifty years in some 
cities testify that the custom arose before their time. In certain 
parts of the country, banking methods received a more permanent 
stamp of the English and Scotch model than did others; in many 
instances, banks in California, for example, up to the time of the 
establishment of the Federal Reserve, used the European account- 
current or over-draft method of extending credit; only the es- 
tablishment of the Federal Reserve and its facilities for redis- 
counting longer-term paper under more uniform conditions 
brought about an adjustment to the usages of other parts of the 
country. 

This adjustment in California probably gives a proper cue 
to the origin of the balance requirement, namely, the decline in 
the influence of European banking upon American methods. The 
very rapid development of banking in the United States just 
before and after the Civil War, the establishment of the national 
bank system, and the post-war adoption of the cash-discount, 
open-account, and single-name-paper system in place of the 
receivables system—methods quite distinct from the European— 
evidence a growing sense of independence from the European in- 
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fluence which made easy the shift from the overdraft system to 
the balance-requirement system. The impossibility of finding a 
definite origin for the practice probably means that it grew up 
quite unconsciously and that it did not spread by imitation from a 
single institution, but was rather adopted wherever and whenever 
conditions made it desirable and feasible, i.e., (1) when business in 
the bank’s community or line of industry came to be handled on 
the open-account and unsecured-loan basis, (2) when open-market 
borrowing arose and a bank’s customers periodically resorted to 
the open market to take advantage of lower interest rates, and 
devices such as the balance requirement were thought useful to 
tie the customers to the bank, (3) when the market was tight and 
the lending bank was in a position to exact stricter terms from 
borrowers, or (4) when for some reason the costs of running the 
bank increased and the increase was shifted to the borrowers 
through the balance requirement. Whenever it became practica- 
ble and desirable for a bank to prefer its own customers in mak- 
ing loans, the practice of comparing balances with loan applica- 
tions grew until those accounts which carried balances of approxi- 
mately 20 per cent were regarded as the desirable accounts. The 
more conservative banks, being in a position to select their busi- 
ness, confined their loans, so far as possible, to those people who in 
the ordinary course of business carried balances against their 
loans. This practice, becoming more generally known, suggested 
to properly managed business concerns that it was to their inter- 
est to conduct their business so that they would fall into the class 
of accounts considered desirable by the banks. The practice grew 
until in some places it is now an arbitrary rule in credit-granting 
that the maximum amount of loans allowed be some definite mul- 
tiple of the average balance carried. Probably the development 
of credit men’s associations, with the spread of education in 
credit-granting and the adoption of uniform guiding principles, 
has promoted the use of the balance requirement. Undoubtedly 
the 20 per cent requirement found great favor with the banks 
because, under the semblance of a low rate of interest on 100 per 
cent of a loan, the bank was getting a higher rate, since only 80 
per cent of the loan was really taken from the bank. The device 
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served, therefore, to evade the usury law, and, in the opinion of 
many bankers, its general adoption has been largely due to poor 
banking legislation represented by usury laws. But the cause lies 
deeper than this, for the borrower is not unaware of the larger 
cost of his funds, and were he a less eager or necessitous bor- 
rower, the bank could not exact the keeping of a 20 per cent 
balance. Such balances are not maintained by the Scotch and 
English, both because they are more thrifty and because their 
banks are in a less advantageous position with respect to bor- 
rowers, located as they are in creditor countries with surplus 
funds seeking investment. 


JUSTIFICATION 


The purpose of this study is to examine the justifications the 
bankers offer for the assessment of the 20 per cent balance re- 
quirement upon borrowers. It is fair to say that not all bankers 
try to justify the practice; about 10 per cent of those who an- 
swered a questionnaire on the point declared that there was “‘no 
sound logical reason for it,”’ that it was “an unwise and indefensi- 
ble practice,” or that the rule is “rather arbitrary.” Some take 
the position that the method is clearly understood by both banker 
and client and is therefore harmless. But the great majority of 
the bankers have some pet justification of the practice with which 
they quiet any questioning applicant borrower. Some claim that 
it is “just plain common sense” and the very universality of the 
custom is testimony enough for its fairness. Others aver that to 
carry on their daily business the borrowers have to carry cash 
balances somewhere, and that there can be nothing unfair in 
asking the favored borrower to reciprocate the favor to the lending 
bank. 

1. Lower interest rate—Probably the only real reason for the 
balance requirement is the profit made by the bank in addition to 
the regular rate of interest charged. Possibly this explains, in 
part, why large city banks are more likely to insist upon balances, 
higher balances, too, than country banks, inasmuch as interest 
rates are commonly lower in cities than in the country. Charging 
a borrower 6 per cent and requiring a net deposit balance of 20 
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per cent is equivalent to charging 7.5 per cent and making no 
deposit requirement. The very common practice among bankers 
is to regard the size of the average balance as one of the factors in 
determining the rate of interest (discount) quoted to an applicant 
borrower; the larger the balance, the lower the rate charged. 
The question naturally arises, Why does the banker try to 
realize this additional profit by the indirect method of a balance 
requirement rather than by asking directly a higher rate of inter- 
est? Two reasons appear to explain this action: first, the fact 
that in numerous states usury laws prevent a bank from charging 
an adequate interest rate when money is high; thus quite a num- 
ber of banks make it a practice never to charge their customers 
more than 6 per cent, the limit imposed by the usury law of New 
York, Pennsylvania, Maryland, and other states; and the balance 
requirement is but a ready device for evading the usury law. It is 
a more simple and less obnoxious device for dodging usury laws 
than the imposition of “commissions” and “service charges,” 
or borrowing for eight months money which is wanted only for 
six months. In using the balance method to evade usury, care 
must be taken that no understanding exists in the loan contract 
to the effect that the required balance cannot be withdrawn and 
used by the borrower, for the courts will not support such open 
evasion. Where a national bank loans money at the highest 
legal rate of interest and holds back 20 per cent of the amount 
loaned on general deposit and not subject to the borrower’s check, 
charging interest on the entire amount, the transaction is usuri- 
ous.’ Discounting a note at the highest legal rate and requiring a 
portion of the proceeds to remain on deposit, without the right to 
use the same except in payment of the note at maturity, is usury? 
In the second place, this balance requirement is undoubtedly 
used to befog the mind of the borrowers. The borrower is told 
that the maintenance of a balance enables the bank to loan at a 
lower interest rate, and many borrowers fail to make a genuine 
calculation of the relative advantage or disadvantage resulting 
from the balance. If such calculation is made, the banker is 
t Planters’ National Bank v. Wysong, North Carolina, 99 S.E. Rep. 199. 
* East River Bank v. Hoyt, 32 N.Y. 119. 
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ready to suggest many other advantages accruing to the borrower 
wherefore he should be contented. One specious argument, the 
validity of which will be examined later, is that a higher rate of 
interest to borrowers who maintain small or no balances is much 
less desirable than a low rate of interest to those who do maintain 
reciprocal accounts, for it is largely upon these reciprocal accounts 
that banks must depend for their ability to furnish credit at all. 
Or it is suggested that the borrower pays a smaller rate of interest 
and at the same time has a balance in the bank which he can use 
if necessary. The fact is that the average American borrower is 
not so thrifty as the Scotch and does not figure very closely with 
regard to what the money really costs him on the basis of main- 
taining a balance, or he would be able to see through the screen 
of falsity in such persuasive suggestions. 

Several results may be noted from the practice of lowering 
interest rates by requiring balances: 

1) It is practically impossible to compare interest rates pre- 
vailing in different regions or different banks unless one knows in 
great detail the practice of the banks in regard to requiring bal- 
ances. 

2) In the large cities the rate of interest generally tends to be 
lower than in smaller places; on the other hand, the practice of 
requiring the borrower to carry good balances is more prevalent 
and strict, and therefore the advantage of borrowing in the city 
rather than the country may be quite nominal. 

3) The foolishness of usury laws is evident from the ease of 
evasion which the balance requirement makes possible and which 
is now so widespread. 

4) The occasion being to evade usury, it is probable that the 
practice has spread most rapidly in and from states which had 
the more severe usury limits and in times when money was strin- 
gent and interest rates high. 

2. Increase of deposits ——An interesting justification very fre- 
quently offered by bankers for requiring balances from borrowers 
is that it tends to increase their deposits. Quite irrespective of 
the earning-power supposed to be gained by the deposit increase, 
the strength which large deposits are commonly believed to evi- 
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dence has doubtless influenced the development of the practice. 
Unfortunately, megalomania is rife among the banks with respect 
to deposit accounts in their bank statements. But every account- 
ant knows that financial strength is in proportion to assets, not to 
liabilities, particularly not to demand liabilities. Of all foolish 
notions of bankers, the advertisement of their deposit liabilities 
as evidence of strength seems the most puerile, and the struggle 
thus to display greater weakness or more rapidly growing weak- 
ness than competitors is dangerous folly. 

But the banker alleges that his desire to increase his deposits 
is in order to increase his loanable funds. This theory proceeds 
on the assumption that a bank derives its lending-power from its 
deposits; that the funds carried on account by non-borrowing 
depositors are not sufficient to meet the demand of borrowers; 
that a bank’s first duty in lending is to supply its depositors who 
seek loans, because its profits are made on deposits, and therefore 
loans should be proportioned to balances carried; that only in 
case the supply of funds locally or temporarily exceeds the de- 
mand should loans be made to non-depositors; that funds de- 
posited in the bank are subject first to the demands of the de- 
positing community for the industrial, commercial, and agri- 
cultural activities, and only after they are satisfied may the 
residue be loaned to outsiders; that the offer by an applicant non- 
depositor borrower to pay the asking-rate of interest is beside the 
point, for if granted, then there would be no money for depositing 
customers, and the whole burden of supplying the banker with 
loan funds would fall on the non-borrowing depositor. According 
to this theory, a bank’s capacity to loan to all applicant borrower 
depositors, and particularly to others than depositors, and thereby 
to aid in general industrial activity, depends upon the rede- 
posited balances of earlier borrowers: as one banker puts it, 
“The rule is useful in providing that the favors that a bank can do 
for a customer are divided in a way that makes it fairly reasonable 
to suppose, in view of the fact that customers are not borrowers 
at all times, that the moneys available to be loaned are sufficient 
to go around.” 

Let us proceed to an examination of the proposition that the 
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loan fund is increased by the balance requirement. If a deposit of 
cash funds is made by a non-borrowing depositor, it enables the 
bank to make loans of an amount slightly greater than the cash 
deposited, depending upon the reserve percentage deemed neces- 
sary and the balance which borrowers are required to keep with 
the bank. This theory’ may be explained by the use of skeleton 
statements of a bank to show how an initial deposit of cash results 
in loans and increments of deposit. Let c be the initial deposit of 
cash from a source outside the banking system, in a form which 
will serve directly as reserve or can be quicklv converted to such 
form. The bank statement will then show: 








Liabilities 











The bank then loans an amount, /, based upon this increment of 
reserve, and the sum is credited to deposits. The statement is 











(deposits) 








The borrower proceeds to check against his account and draws 
out all but the balance, b, the percentage which the bank made a 
condition of the loan. The bank therefore tends to lose (1—5)I, 
and the new statement becomes: 








Liabilities 








c+l—(1—5)1 (deposits) 





The assumption is, of course, that the loan extended, /, was of 
such an amount that the reserve, r, the percentage which experi- 


* See Westerfield, Banking Principles and Practice, 1924, pp. 68-70. 
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ence has proven expedient, is maintained against deposits. There- 


fore, 
r[c+l—(1—b)j=c—(1—5)I, 


from which 
ti c(r—r) 
1—b+-r* 


If, therefore, the banker kept a reserve of 12.5 per cent and re- 
quired borrowers to maintain balances of 20 per cent, a deposit of 
$100 cash in the bank would enable it to extend loans of 


$100(1 .co— .125) 
1.00—.20+.125X .20 





= $106 , 


and it would lose .80 X $106, or $84.80 cash, to other banks of the 
system. 

If the balances required had been 0, 10, 25, and 50 per cent, 
the possible loan expansion based on a $100 increment of cash 
would have been $87.50, $95.89, $112.00, and $155.55, respectively. 
It appears, therefore, that the imposition of the balance require- 


ment of 10, 20, 25, and 50 per cent increased the possible loans 
based on a cash-deposit increment from $87.50 to $95.59 (or 
9.6 per cent), $106.00 (or 21.1 per cent), $112.00 (or 28 per cent), 
and $155.55 (or 77.8 per cent), respectively. 

Two conclusions are, therefore, obvious: 

1) The volume of loans possible depends upon the volume of 
cash deposits received, and this explains why, although earnings 
come from loans, banks compete keenly for cash deposit accounts, 
which are necessarily expensive to maintain. 

2) Assuming that the borrower’s initial balance were brought 
from a source outside the banking system, the requirement of 
a balance from borrowers would make possible an increase 
of the bank’s loans by an amount increasing, not propor- 
tionally, however, with the percentage required. By one bor- 
rower’s leaving 10 per cent of his loan with the bank, it was 
enabled to increase its loans by 9.6 per cent, and by his leaving 
20 per cent, to increase loans 21.1 per cent. It is, indeed, very 
difficult to see wherein the public reaps any advantage from 
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such a requirement. One borrower, instead of receiving the full 
amount of the $100 loan for which he pays interest, is asked to 
leave $20 of the amount with the bank in order to enable it to 
lend $21.10 to another borrower and take interest also from the 
second borrower. Just why the first borrower cannot make as 
good economic use of the $20 as the second borrower is not re- 
vealed, but the benighted one must be charitable and let the 
banker “‘make the funds go around,” so that he may be sure to be 
drawing interest from all on the identical capital! If he only had 
presumption enough to require balances of 50, 75, or 100 per 
cent, he presumably would be doing the community a glorious 
service by being able to supply every needy borrower through 
loaning funds which others had just borrowed but were required 
to restore to him forthwith! 

3. Carrying charge-——The most common justification offered 
by bankers for the balance requirement is that the profit from it 
covers the cost of carrying the account. It is pointed out that the 
depositor is given services increasing from year to year in quantity 
and quality—the services of a “thoroughly equipped and elabo- 
rate credit department, adequate scientific research departments, 
a highly organized foreign department, and an extensive organi- 
zation for collections at home and abroad,” to mention but a few 
of those added to the ordinary services of keeping his funds, 
furnishing him with blanks, cashing his checks, giving him finan- 
cial prestige, etc. These ever enlarging services press heavily on 
the bank’s net earnings, especially in times when, on account of 
a rising price level and higher taxation, the costs of doing busi- 
ness are increasing; and banks feel justified in requiring higher 
balances, or paying lower interest on balances, or even charging 
for the service of the account directly. 

All this argument is correct, but it is not to the point, for it 
confuses the service of a deposit account with the loan service. 
It does not show why the borrowing depositor is asked to help pay 
the cost of carrying non-borrowing accounts. It is folly to suggest 
that the 20 per cent balance is meant to cover merely the loan 
service, which consists in the credit investigation of the applicant, 
the passing upon his application, the risk of the loan, and the 
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expense of collection at maturity—costs which presumably are 
covered or, if not, should be covered by the interest charged. It is 
not necessary to have the elaborate equipment required by a bank 
simply to loan money: the expense comes from deposit accounts. 

However, let us examine the costs of carrying an account and 
see whether there is any justice in assessing them upon borrowers 
more than non-borrowers. Among the costs let us take up the 
following: 

1) The maintenance of a reserve. At the present time, in 
banks members of the Federal Reserve system, the legal minimum 
reserves are 7, 10, and 13 per cent of demand deposits. The cost 
of reserves was greatly reduced when the Federal Reserve was 
established, but no reduction in balance requirements from bor- 
rowers occurred, as should have happened if reserves constitute 
the cost warranting the balance requirement. Some bankers 
hold that 20 per cent was fixed upon as the proper balance require- 
ment because at the time the practice grew up banks needed that 
amount of reserve against their deposits. This contention is 
historically untrue and logically incorrect; the reserve of a bank 
must be contributed by the stockholders as capital and surplus, 
or by the temporarily unused cash deposits of the non-borrowing 
depositors. What happens is that a borrower obtains a loan of 
$100 and leaves $20 of it with the bank, but he does not thereby 
contribute simply his own reserve, (a) because the cash was 
already in the bank, and (d) because the very assumption is that he 
will straightway withdraw $80, leaving, according to the above 
claim, a reserve of $20 against his deposit account of $20. 

2) The payment of interest on deposits. It is not our purpose 
at this point to give the facts or discuss the reasons for or against 
the payment of interest on deposit balances, but to show simply 
its relation to the balance requirement. Two diametrically op- 
posite attitudes are common in the banking world as to the advis- 
ability of paying interest on the balances of borrowers. One 
group states that it is not good banking practice to pay interest on 
borrowing accounts, and that when depositors become borrowers, 
they are really no longer depositors, since they have withdrawn 
not only their balance but a great deal more; they owe the bank 
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and are using funds of the bank in excess of the amount of funds 
which they contribute to the use of the bank. By another group 
interest is paid on all current balances in excess of certain mini- 
mum amounts, the rate of interest being governed entirely by 
the nature of the account, its activity, etc. Between these ex- 
tremes there are all shades of differences; one does not pay inter- 
est on current balances of borrowers unless they be country 
banks; another pays higher rates to non-borrowers than to bor- 
rowers; etc. 

This problem is quite largely a matter of accounting. If the 
bank requires the maintenance of balances but allows no interest 
thereon, it should surely let the borrower have the loan at a low 
rate. It is more logical, however, and more simple and calculable 
if the bank allows interest on the balances at a rate determined 
by the nature of the account and the services performed, and 
demands an interest rate from the borrower for the loan deter- 
mined by the condition of the money market, the period of the 
loan, and the credit of the borrower. Such an arrangement is 
reciprocal, and the rates are based on the logical factors con- 
cerned. This followssomewhat the English custom of borrowing by 
overdraft at a rate above the Bank of England rate and allowing 
a rate below the Bank of England rate on credit balances. 

3) Sundry expenses of the account. These include such items 
as general overhead, stationery furnished, collection of items, 
credit investigations, and advice and information as to securities, 
foreign trade, accounting, and business methods. The old English 
method of recouping such costs was to charge customers from 
1s. to 2s. 6d. per £100 turnover. The ideal method toward which 
American banks seem to strive is to refuse to carry an account 
of less balance than perhaps $100, to impose a service charge of 
perhaps $1.25 per month for an account carrying less than $200, 
and to pay interest of perhaps 2 per cent on the excess balance 
above $500. In a recent inquiry, covering the whole country (by 
Mr. Frank Roberts, president of the Calcasieu National Bank, 
Lake Charles, Louisiana) it was found that 68 bankers thought 
$50, 117 thought $100, 49 thought $200, and 14 thought $300 the 
minimum average balance which can be carried without loss, and 
of the accounts of these banks an average of 36 per cent fell 
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below these minima. Replying to the question, “Do you make 
any condition or restriction as to minimum balance to be main- 
tained?”’ of the banks in cities of 5,000 people, 4 said “yes” and 
56 said “no”; in cities of 10,000, 9 “‘yes,”’ 51 “no,” in cities of 
25,000, 11 “‘yes,”’ 52 “‘no’’; in cities of 50,000 to 150,000, 27 “yes” 
and 31 “‘no.”’ Of the 241 banks, only 46 made a service charge or 
required a minimum balance, 5 required a minimum balance but 
no service charge, and 190 neither required a minimum balance nor 
made a service charge. The service charge varied as follows: 1 bank 
at $0.25 a month with minimum balance under $100; 19 banks at 
$o.50 a month with balance under $50 as minimum; 20 at $o.50 a 
month with balance under $100 minimum; 4 at $1.00 a month with 
balance under $100, and 2 at $2.00 a month with balance under 
$100 minimum. Of the banks carrying unprofitable accounts, 130 
believed the advertising value and good-will in the community 
fully compensated the bank, whereas 75 were of the opposite 
opinion, and 36 were doubtful; and 147 asserted that their action 
was influenced by their desire to make better citizens and better 
communities by providing banking facilities for all who desired. 

It is altogether logical that a depositor should be asked to 
compensate his bank for services performed in his account, and 
the banker should allocate his costs among the accounts on the 
basis of the expenses occasioned by them respectively. If, for 
instance, a calculation shows that an account costs the bank 
$6.00 a year, the bank is justified in charging the depositor $0.50 
a month or requiring an average balance of $100, which at 6 per 
cent will earn $6.00 a year for the bank. 

Now, if a borrower voluntarily maintains an account at the 
lending bank, he, along with all other depositors and on equal 
terms, may be justly required to pay a service charge or carry a 
balance which will recompense the bank, but the calculation of 
this charge or balance should be independent of whether he is a 
borrower or not. At least, there is no warrant for making the 
balance requirement a fixed 20 per cent or other fraction of the 
amount borrowed. 

4. Pay for accommodation.—In his recent book Kniffen" lays 


* Commercial Banking, p. 13. 
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down as the fifth principle of banking that “inasmuch as the loan 
process is made possible by reason of the funds deposited by the 
bank’s customers, those who contribute to the deposit fund have 
the first right to borrow; and in making loans banks give prefer- 
ence to their depositors.’”’ Borrowers who carry liberal balances 
with the bank and abide strictly with the balance requirement 
quite logically, on the principle of reciprocity, become preferred 
customers, who in case of need can depend upon the bank’s 
coming to their rescue. The maintenance of a balance is a condi- 
tion precedent to securing a line of credit, and the line is propor- 
tioned to the balance. When the credit is established, the bank 
feels a high obligation to protect the borrower, even if in times 
of tight money it must borrow from the Federal Reserve or other 
banks to do so. Toward the non-depositor, however, no obligation 
to loan is felt, and he must shift for himself, borrowing where and 
at what rates he can. The borrower, therefore, by maintaining 
a balance gets a line of credit which practically assures him a fixed 
amount of credit, callable at will, and at known reasonable rates. 
The cost of maintaining a balance is a credit insurance premium. 
A borrower not maintaining an account with the bank is more 
likely to be required to secure his loans by personal indorsement 
or satisfactory collateral. 

How far it is proper to let the principle of reciprocity and 
personal feeling weigh in the relation between the banker and 
his customers, both depositors and borrowers, is difficult to deter- 
mine. It is very doubtful if banking should be conducted on Knif- 
fen’s “fifth principle.” If the depositor compensates the bank 
for the service of the account, either by paying a service charge 
or indirectly by maintaining an acceptable balance, there is no 
necessary implication that the banker will lend to such depositor 
in time of need; in fact, it is well known that not every depositor 
who carries a balance qualifies thereby for loans, both because the 
bank does not have funds sufficient to go around and because 
many other factors go to make up credit title. No doubt the 
principle of reciprocity inclines the bank to loan to depositors 
whose credit title is weaker than that of applicant non-depositors. 
Some borrowers, in an attempt to obtain credit, may promise, 
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as an inducement to the lender, to maintain a high balance during 
the life of the loan. Any bank which emphasizes the personal 
relationship and reciprocal treatment of its borrowing depositors 
is moving on dangerous ground, for its funds are too likely to go 
to lines which the loan officer cannot approve. Such a bank may 
well carry a good amount of funds in quarters where it has no 
obligation of great indulgence, but can immediately recall the 
money if need be. In other words, adoption of the principle of 
reciprocity defeats itself, for under it safety requires that some 
funds be loaned to outsiders on the open market, or be carried 
on deposit with Reserve banks. To the degree that the open dis- 
count market for commercial paper and acceptances develops can 
banks relinquish the principle of reciprocity and borrowers free 
themselves safely from the balance requirement. Not forever 
will a banker convincingly picture to the borrower the awful 
situation which would arise in time of a money strain if lines of 
credit on unsecured paper were abolished and borrowers, having 
no call from banks, were obliged to shop about for their financial 
requirements at a rate! 


Furthermore, the notion that depositors have prior claim to a 
bank’s loan funds runs counter to the most economic distribution 


of capital. Our society is on a money economy wherein prices 
direct the economic activities of production and distribution. 
Commodities, capital, or personal services flow to him who is 
able and willing to pay the highest price, rate of interest, or 
wages, respectively. This system of control is economic, inasmuch 
as under it the factors of production pass to those who are pre- 
sumably most efficient. Any force which tends to reduce the flu- 
idity of capital and keep it localized defeats its most economic 
use. The principle of reciprocity between banker and borrowing 
depositor may work this way, for the rate of interest is robbed of 
its tell-tale character and directive force by the balance require- 
ment and personal considerations. 

5. Security—Some bankers justify the balance requirement 
as payment for undertaking the risk of unsecured loans. On this 
principle the percentage required varies somewhat according to 
the type of business and the standing of the borrower. In general, 
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balances are not required against secured loans; the reason given 
for this exemption is that there is little or no risk involved in mak- 
ing loans protected by listed securities as collateral, that a secured 
loan requires no further scrutiny, that it can be readily liquidated 
by the sale of the collateral, or that the margin of protection 
which the balance would ordinarily supply is fully covered by the 
difference between the face of the note and the value of the col- 
lateral. Nor is any balance required against open-market pur- 
chases of notes or acceptances, on the theory that there is no 
agreement to furnish a line of credit at certain seasons of the year. 

In spite of the above explanation of the exemption of secured 
loans from the balance requirement, it seems probable that the 
real reasons are: (1) that secured loans are generally taken out for 
speculative or individual personal use, for a specific purpose which 
requires the withdrawal of the full proceeds at once, and therefore 
they do not occasion the labor and expense that comes with a 
checking account; (2) that they are in large part payable on de- 
mand, and therefore the bank, being relieved of much risk, is 
satisfied with a lower rate of interest; and (3) that they are more 
commonly allowed in times when the supply of loanable funds 
exceeds the demand and when, therefore, the lending bank is at 
less bargaining advantage and cannot demand good balances. 
That the risk is less in secured loans than in unsecured loans is not 
questioned, but there is no good reason why this difference in the 
risk factor should not be cared for in the interest rate charged; 
rates on secured loans are generally lower than on unsecured, and 
just why the whole difference in risk cannot be provided against 
in this way, rather than in part by the balance requirement, is 
not explained. 

The second suggestion in the reasons given for exempting 
secured loans is that the required balance in case of unsecured 
loans provides the bank with a margin of protection. If this 
means that because the borrower must leave $20 of his $100 loan 
with the lending bank, the bank’s security for its loans is increased 
by that balance left, it is a phantom security, (1) because it is 
probable that the borrower simply borrows $125 instead of $100, 
so that after leaving the balance required he may have $100 pro- 
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ceeds for use in his venture; (2) because the borrower has the 
legal right to check out the full amount of the loan in case of need, 
and in such circumstances he would probably take the risk of dis- 
pleasing his banker rather than fail, and the banker would wisely 
acquiesce in that action; (3) because if the balance is created by 
the loan itself, the bank does not have any funds it did not have 
before the loan was let. 

It seems, therefore, that if the balance requirement improves 
the security of the loan, it must come through its effect on the 
borrower himself. It has been pointed out above that the principle 
of reciprocity represented in the balance requirement tends to 
weaken the position of the loan officer in passing on applicants. 
But the bankers allege that such a requirement makes the bor- 
rower more conservative, (1) because it tends to limit the amount 
of the loan and checks the borrower from going too far afield in 
his business operations, and (2) because every business man needs 
a certain amount of “‘cash on hand” to carry on his business—to 
pay his current debts, to save himself from embarrassment if part 
of his loans are called or if some unusual demand arises—and this 
requirement forces him to maintain such cash position. The 
first of these reasons is not generally true, (1) because if the bal- 
ance itself is a part of the loan, there is no limit on the loan except. 
the will of the loan officer and the borrower, and (2) because 
it ignores the leading and decisive factors which credit men 
consider in determining credit title, namely, the character, busi- 
ness capacity, and capital of the applicant, and the business 
opportunity in which he proposes to use the borrowed funds. As 
to the second of the above reasons for believing that the balance 
requirement makes the borrower more conservative, it is true 
that any credit man takes particular note of the amount of cur- 
rent capital, especially of “‘cash on hand,” that the applicant 
carries, and weights it heavily in his decision to loan or refuse to 
loan. Two facts must be recognized, however, in this relation: 
(x) that there is no fundamental reason for a business man’s pro- 
portioning his “‘cash on hand” to his bank loans alone, inasmuch 
as the proper amount to carry is determined empirically and 
varies with the relative synchrony of receipts and payments and 
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the stability of the business; (2) that this alleged higher security 
arising from the “cash or. hand” does not depend upon its being 
carried in the lending bank; and (3) that if the balances are 
created by borrowing, any credit man would note that the net 
current assets are not increased, a current “note payable” can- 
celing the ‘cash on hand.”’ The case almost reaches the ridiculous 
in such statements as the following from the president of one of 
our largest banks recently: 


In short, by maintaining a large balance he actually places the banker on 
his “pay-roll,”’ and for this reason, if for no other, a business man should—if 
he cannot arrange his affairs so that he can maintain a liberal balance at the 
bank—actually borrow enough money to keep such a balance. The interest 
that he would pay for the money would be a very small price to pay for the 
advantages and special services he would receive in exchange. 

For example, take the case of a small business that maintains a balance 
in the bank of $2,000. Suppose this concern were to borrow $8,000 in order 
to make its average balance $10,000. Even at 6% interest the cost would be 
but $480 per year, or $40 per month, and yet for this sum it could probably 
command the enthusiastic support and assistance of the whole bank, from 
the president down to the janitor. Could any business man secure such supe- 
rior service, such ability, experience, efficiency and business judgment, at 
such a price? 


This banker’s raptures continue as he mentions the borrower’s 
feeling of confidence and stability and the ease and independence 
of mind produced by the large cash balance in the bank, as well as 
the good impression his financial statement will create with this 
large item of “cash on hand and in bank” atop it. It need only be 
said that these raptures would be punctured were the credit 
man to scan as closely the current liabilities. 

6. Continuous relations with borrower.—By requiring that the 
borrower maintain a fair balance with it, the bank effects a close 
and continuous relationship with the borrower; the balance forms 
the daily point of contact. The banker argues that this relation- 
ship is to the advantage of each. Since the banker follows the 
borrower’s account from day to day and knows his cash position, 
his customers, and his methods, he is in a position to estimate 
more exactly the borrower’s credit title and protect himself 
against loss; and, on the other hand, the borrower is in a position 
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to borrow more readily. If no balance were required from bor- 
rowers, the credit man of the lending bank would have to procure 
information on these points from the bank in which the borrower 
did carry his account, or elsewhere, but he could not hope to get 
so full information. 

The development of the open discount market frees the bor- 
rower from the balance requirement, and substitutes the cold, 
impersonal attitude of the investor for that warm relationship 
that exists between the banker and his borrowing depositor. 
Pleas for renewals or extensions of loans are more likely to fall on 
deaf ears. The credit man of the lending bank applies the rules 
of credit analysis with cold indifference to personal consideration. 
Whether from a banking point of view this new attitude is better 
than the old will depend upon the development of credit men 
capable of analyzing data and determining credit title, as well as 
upon the feelings and emotions of the men concerned as bor- 
rowers and lenders. 


Ray B. WESTERFIELD 
New HavEN, CONNECTICUT 











ANALYSIS OF PROFIT 





Economics has been largely occupied with analysis of the 
distribution of income, and not least of that part of income known 
as profits. But there is always a tendency for analysis to become 
so much occupied with its own logical soundness and clarity as to 
lose sight of the phenomena from which it is extracted. The analy- 
sis of distribution, as the word is understood by economists, is not 
less exposed to this danger than similar intellectual abstractions, 
and the remedy, if analysis comes to seem unsatisfactory, is al- 
ways the same—to go back to nature, to the facts. In the present 
case, the facts are the revenue and expenditure accounts of pro- 
ducers, and it may be worth while to go over the accepted theory 
again, with as direct consciousness of these facts as possible. The 
result will not be any new information, but possibly that gain 
which comes of seeing familiar things in a new light. 


I 


Consider, first, the expenditure side of the accounts. A num- 
ber of enterprisers produce the same thing, for the same market; 
their costs of production vary. We have to examine the causes of 
this. 

The term “cost of production” being itself somewhat vague, 
let us endeavor to get a more precise object of thought, and say 
“cost delivered in the principal market.” This conception is 
clear enough when it is a case of agricultural or mineral produce 
delivered in a great wholesale market; in other cases, especially 
of manufactures, we can approximate the same thing by including 
the cost of transport and delivery to the merchants of a leading 
seaport, or other center of distribution. 

Taking cost of production in that sense, we may conveniently 
group the causes of variation into three classes: 

a) Differences in permanent natural resources——These have 
been the subject of analysis repeatedly, from Ricardo’s time 
onward, and have been recognized as the cause of rent. It is not 
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necessary to repeat the theory. The differences are such as fertili- 
ty of soil in farming, richness of ores in mining, adequacy of site 
in manufacturing, transport facilities in all cases. 

b) Differences in efficiency.—The efficiency of a business de- 
pends on all the persons occupied in it, for even work that is 
classed as unskilled can be done with great differences in effici- 
ency; some skill is, of course, involved, even if the work is only 
shoveling earth. And there are qualities of general intelligence, 
industry, and good will that affect the result largely. But the 
efficiency depends most on the head of the business; influence for 
good or evil increases rapidly as one passes from the lower to the 
higher ranks, and in a private business belonging to one man, the 
owner, no doubt, makes its success. 

The influence that he exerts is by no means all due to organi- 
zation in a technical sense. Pure intelligence has its opportunity 
in arranging the work to be done, but moral influence counts for 
quite as much in creating efficiency. The influence may be of an 
unamiable kind, such as strict discipline, or it may be of the kind 
that inspires enthusiasm and a desire among subordinates to 
do their best. The position of a business head is, indeed, very 
similar to that of the conductor of an orchestra; a conductor who 
had not good musical knowledge would, of course, be a failure, 
but the most learned musician would not be a success unless he had 
the moral qualities that inspire enthusiasm among his men. 
The beauty of tone of a great orchestra is due to the fact that 
each man is doing his best, in the confidence that, under such 
leadership, the others will do their best, too. This spiritual har- 
mony is the ideal condition for efficiency in business, and success- 
ful businesses usually possess some trace of it, at least. 

When the harmony depends entirely on the character of the 
individual owner, the divergence between different cases is at a 
maximum. When a business belongs to a body of shareholders, 
it might seem, at first sight, as if there could be no such individual 
character. But merely impersonal companies do not exist. Most 
companies have grown out of a private business, or have been 
founded as a result of the efforts of one man. Such a person, or a 
small group of persons sufficiently similar to work well together, 
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ong remain in control of a company, and the influence which 
radiates from the board of directors retains this personal char- 
acter; indeed, even long after the death of the founder, his per- 
sonality is reflected in the actions of those in charge of the com- 
pany’s affairs. Tradition is most tenacious. 

Naturally, however, the efficiency attainable under the some- 
what diffused influence of a board of directors or a group of 
leading shareholders is not as high as the best that can be reached 
by an individual. On the other hand, in companies of any stand- 
ing, bad influences are somewhat restrained by the professional 
pride of the paid officials. The range of variation is less than in 
the private business. 

As corporate businesses grow in size, the influence of an indi- 
vidual shareholder, however important his holdings may be, 
tends to disappear, and mediocrity to prevail. The work is then 
almost entirely in the hands of professional managers and officers; 
and it is recognized, in America at least, that the quality needed 
in the president of a large corporation is essentially moral: it is his 
business to encourage his subordinates to do their best, rather 
than to guide them. Government business departments are essen- 
tially in the same position. 

It appears, then, that the degree of efficiency possessed by 
those who are responsible for a business, and their subordinates, 
produces differences in cost of production, which, while not per- 
manent, like those due to superior natural resources, are suffi- 
ciently durable to be placed in a class by themselves. Mere scale 
of production affords access to economies in a way that is well 
known, and if there were no other circumstance to take into 
account, large producers would always be able to cut out small 
ones (natural differences being compensated by rent). It is the 
greater range of efficiency in smaller businesses that affords the 
chance of balancing this advantage, and keeps many small firms 
and companies alive. 

The directors and officials of a company do not, however, own 
it; and the question arises: what have the shareholders to do with 
efficiency? The answer is that the original subscribers to a com- 
pany show their skill, or want of it—combined, of course, with a 
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large element of luck—in choosing the investment. The skill 
consists in the shareholder associating himself with the right 
directors of enterprises. For a successful exercise of this skill the 
subscriber is rewarded with large dividends. Subsequent share- 
holders buy this privilege by paying a premium on the shares. 

While in most directions enterprise on the large scale is well - 
established and flourishing—this is not the case in farming. The 
typical farm, whatever its area, is a small undertaking managed 
by the owner; differences in efficiency are therefore very marked, 
and the range in cost of production wide. 

c) The remaining causes of variation in cost may be lumped 
together as accidental—They are probably most marked in the 
case of farming, where the weather has such a great and incalcu- 
lable influence; but accidents, favorable and other, occur constant- 
ly in all businesses. In the majority of cases there will not be a 
persistent run of luck in one direction, so that the bulk of produc- 
tion costs will not be influenced to a notable extent by accidental 
causes, as it is by efficiency. 


II 


Although it has so long been known that rent is the expression 
of natural differences in productivity, little attention seems to 
have been given to the precise way in which this share in the 
output is determined. It may be thought that there is no prob- 
lem: in a country such as the classical economists had under 
their eyes, farmers pay a fixed annual sum for the use of their 
land, and this sum, corrected for interest on the cost of farm 
buildings, corresponds pretty closely with what economists 
understand by rent. But this does not explain how the farmer 
comes to know what rent to offer, or the landowner what rent to 
accept. There are also many cases in which the land belongs to 
the farmer (or other enterpriser), so that rent does not take objec- 
tive form. The producer’s accounts do not include any such item; 
rent, in fact, appears first as part of profits. 

Thus, the accounts of a farmer who owns his farm show an 
excess of receipts over expenses that varies from year to year. An 
average may be taken, and this will reduce, though not quite 
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eliminate, the differences (c) due to accident. The remainder is 
influenced by both (a) and (4), and gives no means of separating 
the two. If a number of identical farms were cultivated by differ- 
ent farmers, comparison of their average profits taken over a 
number of years would help to separate the two factors, but unfor- 
tunately for this method, there are no identical farms, each one 
having its own natural peculiarities. This mode of consideration 
shows, however, that we are trying to find the surplus that would 
remain after a farmer of average luck and average ability had 
received what was regarded as a fair profit. That is, we have to 
determine a common factor from a large number of experiments 
in profit-making. 

Rent, therefore, in an old country where farms are leased, is 
the result of a subconscious analysis of profits made by the com- 
mon sense of the farming community. It is a statistical deduction, 
the number of observations being very large, for within the con- 
sciousness of a given district there may be thousands of farms, 
each of which has been cultivated for hundreds of years. Where 
this accumulated experience is not available, as in a newly 
opened district in the colonies, economic rent is really indetermi- 
nate, and the few contracts that are made for sale or lease of land, 
are largely guesswork. 

There is another possible way of determining rent of farming 
land: that is by scientific analysis of soil, climate, and crops, 
combined with knowledge of the economic factors—cost of labor, 
transport, etc. The knowledge of agricultural economics is not 
yet sufficiently advanced for this method to serve as a substitute 
for the statistical one, but it might possibly be of service in special 
cases, such as when government was buying or selling a large 
tract of territory. 

Town rents are, of course, equally an expression of differences 
in natural resources, but they could not in any case be determined 
a priori, for the demands supplied by urban land are too varied— 
residential amenity, opportunity for trade, etc. The market for 
these things, unlike that for agricultural staples, is localized. 
The only method of assessing rents is the experimental one; but 
experts, such as the valuation officers of municipalities, are able 
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to assess them with a good deal of certainty. Here again, the 
determination is less exact in a new community, and especially 
one that is growing rapidly. It often happens in cities of the new 
world that a boom in real estate causes people to overestimate 
the rental value of building land for a while, and subsequently 
to underestimate it. That is, the statistical data available for 
estimating what part of the profit of business is due to the site is 
inadequate; not many experiments have been made, and constant 
change in conditions invalidates the deductions. 

a) Differences in cost of production (due to natural resources) 
are, then, compensated by ordinary land-rent; (5) differences (due 
to efficiency) are compensated by a quasirent that takes the form 
of a rise or fall in the price of shares in industrial’ enterprises. 
Although enterpriser’s apility is most clearly associated with pri- 
vate businesses that are not often the subject of public sale, joint- 
stock companies, as we have seen, also possess tenacious char- 
acters in this respect. Even when the assets of a company do not 
include much land or other natural resources, and when no ap- 
preciable monopolistic power attaches to them, the price of shares 
may remain for many years high or low. New purchasers of 
shares are compelled to pay a price which reduces the yield on 
their investment to something like equality among enterprises 
of the same class. Of course, the investor who is shrewd enough 
to discover in advance that the situation of a company is improv- 
ing obtains a higher return; he is in the same position as an ori- 
ginal subscriber to an enterprise that is highly successful, and gets 
his profits for the same reason. 

Differences (c), being completely irregular, are incapable of 
compensation by means of a rent. 


III 


If, now, to the cost of production in any particular case be 
added the rent of the natural resources employed (and indeed, 
in the practical sense of the term, cost is nearly always taken to 
include this—cost of production, apart from rent, being an ab- 
straction of the economists), the cost will be found to vary about 
an average; and the mode of distribution in frequency of high and 
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low costs will probably be something like that familiar conse- 
quence of numerous accidental causes known as the normal curve 
of error. It is not necessary to make any precise assumption on 
this point; merely to recognize that the bulk of production will 
take place under costs near the average, and that costs higher or 
lower than the average will be increasingly rare as the departure 
from the average becomes greater. 

Producers who steadily lose money will in the end close down, 
so that the distribution is truncated at one end. But the precise 
level of cost at which the supply is cut off will vary according to 
the circumstances of the producer. Thus: 

1. If the business is a limited company, production will not 
be stopped because profits earned on the capital fall below the 
interest obtainable from risk-free investment. To close down 
the business would involve selling the fixed assets at a loss, and 
even though the fluid capital be recovered successfully, the direc- 
tors will rarely give up business unless dividends fall to zero, for 
there is usually some chance of recovery. A good instance is to be 
seen in the Witwatersrand gold mines, many of which have gone 
on for years producing, without paying dividends. When, how- 
ever, their expenses actually exceed their receipts, so as to make 
inroads on their cash balances, closing-down follows promptly 
enough. (In the accounts of these companies, rent is included in 
cost of production, as they own the ground they work.) 

2. In small businesses, managed by their owners, cost of 
production should include a reasonable salary for the owner’s 
personal services. This, however, may be cut into, in case of 
need, and the owner will usually not only forego interest on his 
own capital, but allow his earnings to fall to a subsistence mini- 
mum, rather than abandon the enterprise as a failure. Hence, 
production may continue for a long while, although the cost, 
correctly estimated, is higher than the selling price. This is 
often the case in farming, where the small independent worker 
is the persisting type. Indeed, it is just as difficult for the small 
farmer to transfer his labor to a new occupation as for the manu- 
facturer to realize his fixed capital and invest it afresh. This is a 
potent influence in keeping the remuneration of the rural classes 
low, and makes it difficult for ordinary commercial enterprise to 
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succeed in farming, in competition with those who, whether from 
want of adaptability or from non-economic interest in rural life, 
are prepared to work for a bare subsistence. 

At this point it will be convenient to consider the term “nor- 
mal price,” though it may not be possible to define it unambigu- 
ously. The usual explanation given is that it is price which covers 
not only the cost of production, but reasonable or ordinary profits 
for the producer. But reasonable profit has not been defined; 
we will substitute for that phrase, “profit satisfactory to the 
average producer.” This, again, is not quite clear, and will be 
considered further below. But if the cost of production be dis- 
tributed in frequency in the way we have supposed, then its 
average has a precise meaning, and the average producer is one 
whose costs conform to that average. 
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These relations may conveniently be illustrated by a graph. 
Quantity produced is shown horizontally, and cost of production 
vertically. Cost is distributed among the various producers in the 
way indicated by the curve. Those producers whose costs exceed 
the normal price will not all cease producing; A may indicate the 
limit for those who are willing to forego interest rather than close 
down: B, the limit for those who will consent to;a minimum income 

in order to avoid that contingency. Le 

IV 
The other side of the producer’s account depends on the 
market price. If this exceeds normal price, abnormal profits 
are created, and if it falls short, certain profits are converted into 
losses. These gains and losses may be described as conjunctural, 
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since the selling price depends on the circumstances of the market 
and is independent of the individual producer. Conjunctural 
gains apply, of course, to the whole industry. Very often a high 
(or low) market price applies simultaneously to all the articles 
produced by an industry; it may, however, happen that some of 
the articles are at an abnormal price while others, turned out 
from the same factories, are not. 

In either case the making of conjunctural gains is partly a 
matter of luck, and partly of commercial insight which foresees 
an exceptional demand or a failure of demand in a particular 
class of goods. 

Commercial insight or intuition is very important, for in the 
constant flux of conditions found in modern times, conjunctural 
profits are probably greater than those obtained as a result of 
efficiency in production. Such intuition is a highly personal 
quality: hence it is not found associated, to any large extent or for 
long periods, with company businesses that are really companies 
and not disguised private firms. It is for this reason that mer- 
chanting remains more largely in individual hands, whether con- 
ducted under the old form of business or under the shelter of 
limited liability law; while manufacturing is carried on for the 
most part by genuine companies of shareholders acting through 
expert officials. The manufacturers do not undertake the com- 
mercial responsibility, on the whole: they wait for orders from 
merchants, with whom the initiative lies. 

Commercial intuition is not, however, left unaided nowadays. 
Services of information designed for the express purpose of fore- 
casting the market are growing in importance. They were intro- 
duced by merchants for their own advantage; but as soon as it 
became practicable to collect official statistics of production 
and consumption, the benefit to the community of such forecasts 
appeared. Industries (i.e., a group of manufacturers) have taken 
the matter up, hoping that they, rather than the merchants, may 
secure conjunctural profits. But the most important development 
of late years, and especially of the war time, lies in the interest 
governments have found in business forecasting. This is done 
partly for the sake of bodies of producers, as when agricultural 
statistics are compiled to give farmers information as to the price 
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they are likely to get for crops; but further, if a government is to 
do any trading itself, it must rely chiefly on statistical forecasting. 
The circumstances of government industry or trade make it 
almost impossible to rely on commercial intuition: even if a 
government office is so fortunate as to have a high official who is 
wise in that way, he is not allowed sufficient independence and 
promptness of action to be able to exercise his genius. 

Accordingly, if state industry is to succeed, it must not only be 
managed efficiently, but it must work for a market that can be 
studied statistically with success; and only in so far as markets 
have that character can production by the state, or a guild, make 
progress. 

How far statistical forecasting is susceptible of development 
is a fascinating subject that cannot be followed out here. But 
it should be emphasized that correct guidance of production is 
important, not merely to the profit-making enterpriser, but to 
the whole community. Unemployment is due to misdirection 
of effort: producers, having in the past made goods which do not 
precisely meet the demand and which, consequently, they cannot 
sell to advantage, are uncertain as to what to produce; they hold 
back, and so do not give employment to labor, or to fluid capital. 
The more mistakes are made, the greater the loss to the commu- 
nity; hence if at any time governments should undertake produc- 
tion (as the government of Russia has done), only the most assid- 
uous and impartial study can save them from inflicting greater 
loss on the community than the mistakes of private trading do, . 
and it is by no means clear that, at the best, such loss can be 
avoided. 

V 

We are now in a position to consider for what functions profits 
are the remuneration. 

The first and obvious answer is that the function of risk-taking 
falls on the enterpriser, and that he is paid for it in the form of 
profits. It is the less necessary to analyze the nature of risk-taking 
(or “uncertainty-bearing”’”) because Professor Pigou has done so 
with much care and detail.t What we have to do is rather to con- 
sider the amount and variability of the profits. 

tA. C, Pigou, Economics of Welfare, p. 915. 
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An enterpriser insures against certain clearly defined risks such 
as fire, shipwreck, or fraud on the part of an employee. He can- 
not, for practical reasons, insure against ordinary commercial risks 
due to the rise and fall of the market; but this is not by any means 
always due to unwillingness on his part. For instance, the cotton 
manufacturer does insure against changes in the price of raw 
cotton, by the device of hedging in the Cotton Exchange; and no 
doubt many such enterprisers would like to reduce their risks in a 
similar way, if a practicable mechanism for it could be invented. 

But although risk is reduced in actual amount by the methods 
of insurance companies and produce exchanges, most of it remains 
and must be shouldered by enterprisers of one class or another. 
In the case of company business, it falls upon the shareholders, 
and one can conceive a shareholder going to a sound and well- 
established insurance company and asking terms for insuring his 
dividends. Such an insurance premium (assuming the insurance 
company to be of perfect credit) would be a measure of the value 
of the risk. 

Some attempts in this direction have actually been made; 
but a more practicable measure is to be found in the operations 
of a professional investor. By this term I mean the manager of a 
financial corporation that has large funds to invest, such as an 
insurance company, or a savings bank. The professional investor 
does not restrict himself to gilt-edged securities, but buys bonds 
and even shares of moderate reputation; by distributing his 
resources over hundreds of stocks and bonds, he does his own 
insuring and avoids any practical risk of heavy loss. He, how- 
ever, gets an average return higher than that on gilt-edged stocks. 
When such stocks as those of the British Colonial Govern- 
ments or British Railway debentures were yielding 4 per cent, 
financial corporations were able to make, say, 5 per cent to 6 per 
cent on their investments, by judicious selection. Trust com- 
panies are based upon this principle. 

It appears, then, that the bearing of risk has to be paid for 
by a sum which amounts, in the case of ordinary businesses, to a 
small percentage on the capital. An investment that paid some- 
times 1 per cent and sometimes 7 per cent, with equal probability, 
would not be valued as highly as one that could be relied upon 
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always to pay 4 per cent. The more variable the yield, the higher 
the average must be to tempt the investor. 

It is worth while to refer to the thesis of a certain school of 
economists (and in particular of the mathematical economists) 
that profit tends constantly to be reduced by competition, and in 
a stationary state would fall to zero. Now risk would be reduced, 
but would not vanish, in a stationary state, at least if that term 
is to be applied to any state that is humanly possible. I am not 
sure what definition would be accepted by a consensus of econo- 
mists, but I would propose this: The economic state of a commu- 
nity is stationary if the population is stationary, the average 
wealth of the members remains constant, and the methods of pro- 
duction undergo no change. In such a community—and there have 
been many historical cases approximating to it—the risks charac- 
teristic of present-day business would be greatly modified; but the 
weather would still be variable, and the variability of wealth 
initiated by good and bad harvests would set up waves of eco- 
nomic disturbance which would introduce risk in other industries, 
even if every other circumstance could be reduced to a dead level. 

It is therefore not true that profit would vanish in a stationary 
community, for at least enough would have to be retained to 
compensate for risk. The theorem of the mathematical econo- 
mists, if it is true at all, must be interpreted in the sense that no 
profits would remain beyond the actuarial value of the risk. 

In existing society there seems no doubt that the profits of 
enterprisers exceed the amount needed to compensate for risk, 
even when little in the way of quasi-rent of ability is included in 
profit, and no monopoly exists. If the accounts of a large number 
of limited companies be examined (see e.g. the quarterly returns 
in the Economist), it would seem that ordinary shareholders obtain 
dividends equal to something like double the current rate of 
interest. A correction must be applied, of course, for companies 
that have failed and so disappeared from the list. But the amount 
of capital lost by corporate business in a country like England is 
not large. Statistical investigation is needed, but it seems highly 
probable that the dividends would provide interest on capital, 
compensation for loss and uncertainty, and a substantial excess 
besides. 
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This excess appears to me to be the payment to enterprisers 
(shareholders) for the essential quality of enterprise, i.e., directing 
resources into one occupation rather than another. 

Company organization is often described as if shareholders per- 
formed no function whatever beyond paying for their shares 
and taking their chance of what comes of the money. This is 
certainly not the case, however. Apart from the rare instances in 
which a general meeting is so dissatisfied with the board of direc- 
tors as to turn them out, the investor exercises a real function in 
choosing one share rather than another. The articles of associ- 
ation of a company, broad though their terms may be, do indicate 
the class of business to be undertaken. If you have any shares in 
a London retail shop, you know that you are not devoting your 
money to exploiting a tin mine or a rubber plantation. The de- 
tails are delegated to the board, just as they are further delegated 
by the board to the manager; but the broad lines of the enterprise 
are settled by the shareholders themselves. 

This function of allocating resources to the production of 
one class of goods rather than another should be regarded as 
analytically distinct from risk-bearing, despite the intimate 
association of the two in the concrete event. The degree of risk 
in two lines of production might be equal, so that from the insur- 
ance point of view it would be indifferent which was adopted, 
but this would not make the two investments identical. 

If industrial development is carried out under the supervision 
of a system of banks, as in Germany, the financial power will 
act in accordance with technical advice which is much more highly 
organized and expert than anything that is at the disposal of a 
single industrial company. A manufacturing, mining, or trading 
company may, it is true, consult experts as to the prospects of a 
particular scheme: a banking consortium not only can do this, 
usually to better advantage on account of its greater resources, 
but it can obtain expert opinion on the whole economic situation, 
enabling it not merely to judge whether a certain investment is 
promising or not, but to judge in what general directions capital 
should be guided. Industry so organized is almost certain to be 
more efficient than when left to the judgment of the individual 
investor; we shall probably see great advances in the organization 
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of information and expert knowledge as a guide to invest- 
ment. 

What a bank can do in this way, could equally be done by a 
government. Should a nation wish to have its industrial develop- 
ment carried out nationally, there seems no reason why it should 
not evolve a state organization to do so efficiently. This appears 
to be the aim of the Soviet government of Russia, and despite the 
extremely unfavorable conditions in which it started, and the 
poor material with which it works, a certain amount of success 
has been attained. 

Such general direction of resources carried on by government 
instead of by private shareholders is not to be confused with 
government conduct of industry, the difficulties of which were 
noted above. A combination of state ownership with private 
management seems to be indicated as a wise direction of effort 
at progress. If the analysis given here is correct, and shareholders 
obtain a large remuneration for the function of guiding produc- 
tion, it might be possible to obtain this income for the community, 
either in dividends or in reduced prices. Perhaps we may see a 


tendency in this direction in such facts as state subsidizing of rail- 
ways, participation in oil companies, the export credits scheme, 
and so on, although in each case some other and special motive 
was uppermost in the minds of the promoters. 


VI 


What, then, is the “ordinary rate of profit” that Ricardo 
constantly invokes? It cannot be strictly a percentage on capital, 
since it is remuneration for services other than those involved 
in the supply of capital. Still it is true that an enterpriser’s 
activity is to a large extent proportional to the amount of capital 
that he handles, so that if profits are put in the form of a per- 
centage, this will not lead us far from the truth, especially when 
the business is in the hands of a company, for then, as we have 
seen, the element that consists in the reward of efficiency does 
not play so large a part as in private concerns. 

We may then suppose that in the case of the individual enter- 
priser, profits can be expressed as the sum of two terms, (1) a 
percentage on capital, (2) a quasi-rent depending on his individual 
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capacity. With regard to the former, the question arises whether 
the capital on which the rate should be reckoned is what he owns 
or what he employs. The latter would seem to be the right stand- 
ard to use, as the extent of business done depends chiefly on the 
whole amount of capital available. The capital that a business 
man can borrow is usually in some proportion to what he owns, 
but not altogether so; and a man who has the gift of inspiring 
confidence in capitalists to lend him an amount out of proportion 
to his own capital, will usually make large profits. 

In the case of the shareholder, all the profit received takes 
the form of a percentage on capital, although part of the total is 
just as truly quasi-rent of his ability (as an investor). This ability 
may, of course, be averaged; all the more usefully so since it is 
ordinarily quite moderate in extent. We may therefore assume 
that the percentage made by the average investor on what he 
paid for his shares will approximate to equality in business of the 
same character; for the mobility of shareholder’s capital will 
insure that. But between two classes of business having different 
degrees of uncertainty there will not be a tendency to equality. 
The average dividend consists of two parts, one constant in 
amount, the other depending on the degree of risk involved." 

The profit satisfactory to the producer (satisfactory in the 
sense that he cannot reasonably expect more) means this constant 
rate, plus the suitable compensation for risk. Thus we come back 
to a clearer conception of normal price. 

In practice many businesses possess some element of monopo- 
listic power, and make gains in that way. Monopoly revenue, 
however, is outside the range of the present article. 

R. A, LEHFELDT 


UNIVERSITY OF THE WITWATERSRAND 
JOHANNESBURG, SouTH AFRICA 


*If pis the rate of dividend paid by a company, and o, the standard deviation 
of p for a given class of companies, then the average dividend # for that class may 
be written 

p=P+f(o,) 


where P isa constant. This constant may be taken to replace the notion of “ordinary 
rate of profit.” 





TARIFF DEVICES TO MEET A PROBLEM OF 
DEPRECIATING CURRENCIES 


Progressive depreciation of certain foreign currencies gave rise 
to a novel form of price competition which a fairly large number 
of governments felt it necessary to meet by a special form of tariff 
duty. This competition became known quite generally as “‘ex- 
change-dumping.” While the term suggests an intentioned result 
which evidence hardly justifies us in assuming,’ and is thus not 
entirely accurate, it has received such universal acceptance in 
popular usage that for the purpose of this paper it may, tenta- 
tively at least, be accepted. 

The attempts to meet this problem of exchange-dumping vary 
considerably in method and result. It is the purpose of the pres- 
ent study to present some of the outstanding of these attempts 
and to examine the bases upon which they rest. The inconclu- 
siveness of any practical evidence as to the results of the various 
devices suggests a need for a further examination into the theory 
of the problem itself, and an inquiry as to the practicability of any 
attempt to arrive at an accurate measure of the exact amount of 
such exchange-dumping “premium.” It has been the additional 
purpose of this study to make this further inquiry. 

Before proceeding to a consideration of the different devices as 
adopted by several governments, it may be wise to state again the 
underlying factors involved in the problem. While the problem 
has been discussed and clarified by numerous writers, there seemed 
to exist in the minds of the legislators and administrators respon- 
sible for their respective policies a confusion which to a large ex- 
tent explains many of the mistakes which have been made. On 
the whole it appears that the problem was attacked in a most 
superficial manner. The facts of excessive issues of paper cur- 
rency and of depreciated exchange were quite generally accepted 

t For a definition of “dumping” see Viner, Dumping: A Problem in International 
Trade, p. 3. 
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as complete causal explanation of the “flood of cheap foreign 
goods” which was widely feared, though actually experienced in 
but few cases. In some of the attempts to meet the problem the 
bare existence of a depreciated exchange alone was accepted as 
evidence of the ability of the foreign producer to undersell the 
world. While in some countries there seemed to be a somewhat 
more adequate appreciation of the complexities involved in the 
problem, in not a single instance did the scheme adopted provide 
a means whereby the extent of the exchange-dumping premium 
could be accurately measured and countervailed. 

The fallacy of the idea that depreciation of exchange inevita- 
bly brings about an exchange-dumping premium has often been 
exposed. Depreciation of exchange is not a new thing. Rather, 
the quotation of a foreign currency in the foreign exchange mar- 
kets of the world at exactly its “mint par’ would be an extremely 
unusual circumstance. Foreign currencies, in terms of the home 
currency, are, in fact, practically always either depreciated or ap- 
preciated and constantly evincing a tendency not to remain en- 
tirely stable. But this does not mean that whenever a given ex- 
change is quoted below par the commodities of that country may 
be purchased at a distinct advantage. The price level of that 
country is likewise constantly tending toward an adjustment with 
the value of its currency in the foreign markets. In other words, 
there is usually a constant tendency toward an equilibrium be- 
tween the gold or external value and the domestic or internal 
value of a country’s currency. The continual process of adjust- 
ment between the price level and the exchange rate means a tend- 
ency for the internal and external values of a country’s currency 
to agree. 

But this agreement is seldom if ever absolute. If the adjust- 
ment were perfect, commodities in general might be purchased in 
one country at exactly the price at which they are held in the 
other, making allowances for cost of transportation, transfer, etc. 
But just as exchange is subject to the effect of forces peculiar to 
itself, so also are prices subject to the play of a variety of forces 
which may at times have the effect of moving them temporarily 
in a contrary direction, or at different velocities from that of the 
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movement of exchange. Without stopping to consider here the 
exact causes for the failure to secure always an exact adjustment 
between exchange and prices, it is sufficient to suggest that at 
times such maladjustment occurs. During ordinary or “normal” 
times such maladjustment is slight and unimportant. Other 
forces are continually at work to correct the minor variations. 
But the issuance of large quantities of money, particularly when 
that issue is of irredeemable paper, causes the exchange value of 
the currency to drop relatively fast. Prices do not adjust them- 
selves so quickly. And it is during this period of the adjustment 
process and before the adjustment has reached approximate per- 
fection that an especial advantage lies in the purchase of the goods 
of the country with the depreciated currency. Then it may be 
possible to buy the currency at a low price in terms of one’s home 
currency and the goods of the foreigner in the foreign market at a 
relatively low price in terms of that depreciated currency. That 
advantage will continue so long as the foreign internal or com- 
modity price has not become adjusted to the new value of the cur- 
rency which has been placed upon it by the foreign exchange mar- 
ket by reason of the recent issue. But as the adjustment is made, 
the advantage disappears, unless, as actually has happened, con- 
tinual issues of the currency cause fresh maladjustments or 
prevent complete adjustment. 

If a currency is undergoing progressive depreciation, it appears to be the 
normal tendency for the decline in its internal purchasing power to lag behind 
the decline in its external purchasing power as measured by the foreign ex- 
changes. A depreciating currency will thus tend to operate as a premium on 


exports by causing prices, temporarily, at least, to be abnormally low in 
terms of foreign currencies. 


This premium is thus dependent upon the process of depreciation 
rather than on the depreciation itself; it exists, to be exact, in the 
variation between the internal and external values of the currency, 
the cause of which certainly seems to have been the failure of the 
domestic price to rise as rapidly as, and in proportion with, the fall 
in the value of the currency in the foreign exchange markets. It 
will be apparent that much of the failure to meet the problem suc- 


* Viner, Dumping: A Problem in International Trade, p. 15. Italics mine. 
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cessfully was caused by the prior failure to make this distinction 
between depreciation itself and the results of that depreciation: 
the maladjustment of “internal” and “external” values. 

It will also be noted that in the case of countries already apply- 
ing import tariffs a further problem arose in connection with the 
conversion of foreign prices into domestic currency prices for the 
computation of ad valorem duties. This valuation problem, 
which is distinct from that of the exchange-dumping premium 
problem, was not always carefully recognized as such and in some 
cases effected a further confusion. 

With this statement of the problem and a recognition of the 
predominant point of view we may now proceed to an examina- 
tion of the variations in the methods adopted by certain govern- 
ments to meet the problems arising out of the phenomenon of 
exchange-dumping. 


ENGLAND 


The passage of the anti-exchange-dumping legislation in Eng- 
land" was accomplished only after a most bitter parliamentary 
struggle in which in numerous instances a clear recognition of the 
point of the above exposition was set forth. Nevertheless the bill 
as finally passed simply provided that when the currency of a 
country was depreciated to the extent of at least 333 per cent in 
relation to sterling, a duty might be levied upon certain imports 
coming from that country. This duty was leviable only upon the 
issuance of an order to that effect by the Board of Trade. More 
specifically, the act provided that the Board of Trade might issue 
such an order, subject to the eventual approval of the House of 
Commons, when, after consideration by a specially appointed 
committee, upon complaint, the committee concludes that “as 
respects goods of any class or description” (other than of food or 
drink) manufactured in any country outside of the United King- 
dom, such goods are 


being sold or offered for sale in the United Kingdom, at prices which, by 
reason of depreciation in the value in relation to sterling of the currency of 
the country in which the goods are manufactured, not being a country within 


* Included in the Safeguarding of Industries Act, 1921. 
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His Majesty’s Dominions, are below the price at which similar goods can be 
profitably manufactured in the United Kingdom." 

Upon the issuance of this order a duty is automatically levied 
upon the importation of the goods specified to the extent of 333 
per cent ad valorem. 

This section of the Safeguarding of Industries Act was passed 
over strong and intelligent opposition, was subject to continual 
criticism after enactment, and was operative only to a relatively 
slight degree. There were no more than seven or eight orders 
issued, and the practical effectiveness of such orders has been seri- 
ously questioned. Furthermore, the investigation and consider- 
ation of the committee proved a lengthy undertaking, and of the 
hundred or more complaints received, all but these few were 
denied. The first order was issued in June, 1922, ten months 
after the passage of the act, and read as follows: 

Whereas [the] goods... . specified . . . . manufactured in 
Germany were being sold or offered for sale in the United Kingdom at prices 
which by reason of depreciation in the value in relation to sterling of the 
currency of Germany, were below the prices at which similar goods could 
profitably be manufactured in the United Kingdom and that by reason there- 
of employment in the industries manufacturing similar goods in the United 
Kingdom was being, or was likely to be, severely affected, 

And whereas the Board of Trade, being satisfied that the value of the 
currency of Germany in relation to sterling was less by 33} per cent, or up- 
wards, than the par value of exchange . . . . and that in their opinion 
production in the industries manufacturing similar goods in the United 
Kingdom is being carried on with reasonable efficiency and economy, 

Now, therefore, the Board of Trade . . . . do hereby order that Part 
Ilof ... . [the]... . Actshallapply... . etc. 


It will be observed that while the act and the order both specify 
that the effects of this exchange-dumping must first be in evidence 
before the duty is leviable, the fact of depreciation is formally 
ascribed as the cause of that dumping effect. It is possible that 
failure to specify more accurately, in this respect, what was un- 
doubtedly seen to be the real cause clouded the problem and re- 


Great Britian, Law Reports, Statutes 1921. 11 & 12 George V, Part II, p. 262. 


2 Order No. 1 under Safeguarding of Industries Act, Part II, applying to Fabric 
Gloves, Glove Fabric, Glassware and Hollowware. Board of Trade Journal, CVIII 
(June 22, 1922), 713. 
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sulted in the more serious errors of, first, disregarding the extent 
of the difference between the internal and external value of the 
mark, and, second, following from this, the establishment of a flat, 
fixed, ad valorem duty irrespective of the extent of that diver- 
gence." 

It is evident, of course, that the effect of this type of provision 
is extremely haphazard. There seems to have beer no reason for 
the selection of the particular rate chosen. As a matter of fact, 
more often than not the rate would be either too high or too low. 
If too high, the harm would not be great, assuming that it was the 
purpose of the act to exclude such commodities; if too low (and 
in most instances it appears that the rate was too low), the duty 
would be ineffective in affording protection accurately counter- 
vailing the premium. And with the premium fluctuating with 
each unco-ordinated fluctuation of prices and exchange rates, ac- 
curacy under such a fixed duty would be absolutely impossible. 

As was pointed out during the debate on the bill, in case other 
countries were also supplying England with the same commodity, 
the duty would have the effect of tending to raise the price of the 
_ commodity to the benefit of the other-than-German producer as 
well as the home producer, at the expense of the English consumer.” 

Another weakness involved in the method of the flat rate irre- 
spective of the extent of the discrepancy in adjustment of the 
purchasing power lies in the possibility of the same commodity 
being produced by two countries with depreciated currencies and 
against which the act has been applied. The duty might simply 


* But see p. 316 for suggestion as to probable considerations leading to the 
adoption of this method. 

* Mr. MacCallum Scott: “By this Bill we should be protecting not merely our 
home manufacturers but the foreigner in our own home market at the expense of the 
British consumer. Take paper just asanexample. We get our paper supplies from 
America, Norway, Sweden, Germany, and Finland. Of these countries, the only 
two which have a depreciated exchange as compared with us are Germany and 
Finland. The supplies of paper coming to us from Germany keep down the price 
of paper from America, Sweden, and Norway. If we impose a tariff of 33} per cent 
on German and Finnish paper, and if we restrict imports of paper from Germany 
and Finland, we are enabling America, Sweden, and Norway to raise their prices 
against us. It is not the British manufacturer that we are protecting, but it is the 
foreigner we are protecting in our home market at the expense of the British con- 
sumer.” Parliamentary Debates, House of Commons, Vol. CXLI (1921), col. 1809. 
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have the effect of prohibiting the import from the country whose 
currency is less depreciated and of granting a monopoly privilege 
to the one whose currency has depreciated so low and in which the 
price discrepancy is so great that a 333 per cent ad valorem duty 
is negligible in terms of sterling." 


BELGIUM 


Partly to continue her policy of discrimination against imports 
from Germany, and partly, also, to overcome the decline in her 
customs revenue, Belgium adopted measures to offset the depreci- 
ation in foreign currencies. To what extent the intent was to 
counteract exchange-dumping it is impossible to judge, although 
it is noticeable that there was a feeling, at least, that the compara- 
tive depreciation of foreign currencies was acting to “modify nor- 
mal competitive conditions.” Since 1919 there had been a system 
of import restrictions and license requirements relating to impor- 
tations from Germany.” “Certificates of non-German origin” 
were required on imports when shipped from countries other than 
Germany. These restrictions began to be weakened very con- 


siderably during 1920 and toward the end of the year were almost 
entirely removed, although in June of that year “the government 
had been vested with power, subject to ratification by Parliament, 
to resort to the use of emergency duties, in cases where unusually 


urgent circumstances would warrant such action.” 


By virtue of the power granted in the above-mentioned act, a 
royal decree was issued in November, 1921, which increased tem- 
porarily the rates on specified goods when imported from Ger- 
many, in general equal to double the old rates. These increased 


* There would possibly be some slight adjustment in favor of imports from the 
country with the less depreciated exchange by reason of the practice of computing 
the duty on the basis of the current rate of exchange. Sir W. Mitchell Thomson, 
speaking for the president of the Board of Trade, stated that the method of calcula- 
tion proposed to be adopted to meet the variations of exchanges of the different 
countries concerned was that “. . . . invoices in foreign currency will be converted 
into sterling at the rate of exchange current on the date of the importing ship’s 
report.” Parliamentary Debates, Commons, August 10, 1921. 

2 Van Tassel, Maurice M., The Belgian Tariff since 1830, chap. xxi, pp. 203 ff. 
An unpublished master’s thesis in the University of Chicago. 

3 Ibid, p. 211. 
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rates were not to apply, however, to foodstuffs and raw materials 
necessary for Belgian industry. This decree was approved in 
April, 1922,’ when a further bill was introduced which provided 
that special customs duties would be levied against imports not 
only from Germany but also from “those countries where eco- 
nomic conditions and exchange fluctuations are such as to threat- 
en industry with abnormal competition.”* It was further provid- 
ed at this time that ad valorem duties were to be calculated ac- 
cording to values “‘at least equal to the wholesale prices of similar 
commodities in the Belgium market at the time of exportation, 
minus the amount of duties which goods of the kind would be 
subject to.” 

A bill for the revision of the customs tariff was submitted to 
the Chamber of Representatives in March, 19234 (which was not 
passed until February 7, 1924), in which article three, paragraph 
two, provided for the authorization of the government 
on the advice of the Council of Ministers, to apply the maximum tariff in 
whole or in part, or duties intermediate between those of the maximum and 
minimum tariffs to goods which, as a result of fundamental economic reac- 
tions brought about in the country of origin or shipment by a considerable 
depreciation of currency, enjoy advantages on importation into Belgium of 
such a nature as radically to modify normal competitive conditions to such 
an extent as to imperil native industry. 


The schedule proposed in this bill provided a double table of 
maximum and minimum rates of duties, as is implied in the above. 
Under the measure thus recommended only the maximum rates 
or less were to be applied, on specified imports coming from coun- 
tries falling in the category set forth. These maxima were, in 
general, about three times as high as the minima. 

It will be noted that here, as in the case of the British law, the 
exchange-dumping duty is levied upon the basis of depreciation 
but with recognition of the fact of “abnormal competition” and 
evidence thereof. But there is no question as to the extent of that 


t The Belgian Tariff since 1830, chap. xxi, p. 211. 

* Board of Trade Journal, CVIII (April 20, 1922), 430. 

3 Van Tassel, op. cit., p. 212. 

4 Board of Trade Journal, CX (March 29, 1923), suppl. p. 111. 
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depreciation, no regulation of the rate according to the extent of 
the “abnormal competition,” and no question as to the ability of 
the rate to meet the abnormal situation. True, it provides an ele- 
ment of administrative discretion in fixing the rate at less than 
the maximum, and under wise administration there might be a 
rough approximation to the need. Considering the constant shift- 
ing of the premium on imports from the country with the depreci- 
ated currency and the variations in that premium according to the 
particular commodities imported, the bill hardly provided an effi- 
cient mechanism to handle the problem. 


SPAIN 


A variation in some degree is afforded in the Spanish measure 
which was adopted through means of a royal order dated June 3, 
1921. This variation is in the method of calculation of the duty 
which is imposed upon imports from countries with depreciated 
currencies and which arrives at a rate based in part upon the 
extent of the depreciation. In most other respects but one it is 
similar to the British and Belgian method, and, like them, fails 
signally to recognize and meet the essential factor in the “aggres- 
sive influx of foreign products.” 

The preamble to the order’ recites that while in the defense of 
national industries, ‘‘the duties on a considerable number of arti- 
cles were increased by an order dated November 26, 1920,’’ never- 
theless, ‘‘further measures to this end must, however, be taken, as 
all branches of industry are suffering from an aggressive influx of 
foreign products, facilitated by the general post-war economic 
situation and the disturbance of the normal international currency 
exchange relations.” The order provided for a levy of surcharges 
on the regular customs duties “to countervail depreciated foreign 
currencies.” These surcharges are graduated according to “‘co- 
efficients” fixed for each group or class of commodities of the 
regular customs tariff. The coefficient is a percentage of the regu- 
lar duty and varies with each commodity in the several classes into 
which the schedule is divided. Thus? in Class I, of stones, earths, 
* Board of Trade Journal, CVI (May 26, 1921), suppl. p. ii. 

2 Ibid. (June 9, 1921), 653. 3 Ibid., 653. 





302 WALTER MUHLBACH 


ores, etc., mineral fuel, building stone, bitumens, and others are 
all given a coefficient of 10 per cent, whereas crystal and glassware 
carry a coefficient of 32 per cent each. The maximum on any 
commodity is 70 per cent. The method of calculation is ingeni- 
ous, even though not computed upon the proper base. In the 
Gaceta de Madrid is published monthly a quotation of each depre- 
ciated currency against which the special duty is to be levied. 
The difference between this official quotation and the figure 100 
is multiplied by the “coefficient” established by the royal order for 
the tariff group and class under which the goods fall. The result 
is the surcharge which is to be added to the regular duty. Since 
the customs of Spain are primarily on a “specific” basis, the prob- 
lem of foreign valuation does not arise.* 

On February 20, 1922, the depreciated currency surtax was 
withdrawn in so far as it applied to countries entitled to the mini- 
mum tariff rates. Apparently this included all countries with 
depreciated currencies with the exception of Italy and France, 
since the Gaceta de Madrid published only those currencies for the 
depreciation surtax calculation during the following months. On 
June 1, 1922, the surtax was re-established as applicable to all 
countries, but to those entitled to minimum duties only if the de- 
preciation equalled 70 per cent or more. At this time all the 
“coefficients” were fixed at 80 per cent.’ 

Fundamentally the Spanish duty is exactly what it is called, 
a depreciated currency surtax. It is based frankly upon the exist- 
ence of the depreciation and has been applied against countries 
such as Portugal and Brazil where, so far as is known, the problem 
of exchange-dumping has hardly arisen. Brazil’s currency has 
been “depreciated” for a long time but the depreciation has to a 
large extent been offset by price adjustments. At least, other 
countries do not seem to have been concerned with depreciation 
in Brazil and presumably recognize no exchange-dumping prob- 

* The new tariff took effect as of February 16, 1922, and included the adop- 
tion of a few ad valorem duties, particularly on agricultural implements, although 


provisions were later made for the conversion of these into specific duties. Jbid., 
CVIII (February 16, 1922), 168. 


2 Ibid., CVIIL (March 2, 1922), 247. 
3 Ibid., CVIIL (June 8, 1922), 646. 
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lem.* To this extent, then, the Spanish method, built upon a mis- 
taken basis, cannot be expected to meet the problem of a mal- 
adjustment in purchasing powers. The fact that Spain has long 
used a specific duty tariff removes the need of value conversion 
incidental to the fall in foreign values and should have simplified 
the problem considerably. 

It would appear that, at least until June, 1922, there is some 
reason to believe that the Spanish method was also motivated by 
the desire to increase special protection to particular commodities 
and that possibly also it was directed against particular countries. 
The coefficients by which the amount of depreciation is multiplied 
were established apparently according to a definite purpose. In 
general, raw materials were assigned a lower coefficient, finished 
articles a higher. Certainly this is contrary to the principle of 
suchaduty. Ifit is considered advisable to admit foods and raw 
materials upon which Spanish industry is dependent, upon favor- 
able terms (as is done in the British and Belgian laws), there is no 
reason for the imposition of the special duty against goods of these 
classes at all. Furthermore, it is possible that a certain amount of 
discrimination was intended against one or two countries. It is 
noticeable that such articles as hardware, small wares, instruments, 
machinery, electrical machinery, dyes and fertilizers, etc. (articles 
in the production of which Germany has been especially predomi- 
nant) are assigned coefficients of from 47 to 7oper cent as contrasted 
with the lower coefficients of 10, 18, and 25 per cent on a larger 
number of commodities. It may be that this represents an 
attempt to offset the particular advantage that Germany possessed 
by reason of the great discrepancy in the internal and external 
values of the mark, which may have been felt, if not understood. 
If so, it was, of course, a grossly unscientific attempt. 


CANADA AND THE UNITED STATES 
The practice of accepting foreign valuations on imports for 
duty computation had been followed in both the United States 
It is possible, however, that Spain is the only country here considered which 
feels a competitive relationship with Brazil. 
?It is suggested also that the typical manufacturers of France seem to carry 
particularly high rates. These duties, however, do not apply to countries with 


which there are commercial treaties when such imports are shipped direct. In case 
such a treaty exists between these two countries this observation is without basis. 
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and Canada. Canada, earlier than the United States, officially 
realized the effect of foreign currency depreciation upon her ad 
valorem duties and in 1920 took the first step toward such recog- 
nition. In Canada it had been the practice to convert the foreign 
values into Canadian dollars at the mint par rate of exchange. 
Thus a German article the price of which in German currency had 
risen 100 per cent would be subject to a 100 per cent increase in 
dutiable value. In July, 1920, Canada adopted the policy of ac- 
cepting the foreign valuation of imports converted into dollars at 
the current rate of exchange. The effect of this policy was a great 
reduction in the rates of duty on imports from countries with de- 
preciated currency and more clearly demonstrated the existence 
of a premium on exports from these countries with depreciated 
currencies and maladjusted prices. Accordingly, in June, 1921, 
an amendment to the Customs Act became effective whereby the 
recognition of the amount of depreciation in the foreign currency 
for purposes of computing dutiable value was limited to 50 per 
cent. This amendment resulted in again increasing the duties 
upon these countries of greatly depreciated currencies, but these 
increases had little, if any, relation to the amount of the exchange- 
dumping premium. It appears from the debates in the Canadian 
legislature that the primary considerations in these provisions 
were the adjustment of import duties for fiscal purposes and the 
maintenance of the scheme of preferential duties in favor of the 
United Kingdom. 

Finally in June, 1922, an act was assented to which further 
amended the Customs Act, Section 2 of the amendment provid- 
ing: 

That in the case of importation of goods, the manufacture or produce of 
a foreign country the currency of which is substantially depreciated, the 
value for duty shall not be less than the value that would be the value placed 
on similar goods manufactured or produced in the United Kingdom and im- 
ported from that country, if such similar goods are manufactured or produced 
there. If similar goods are not made or produced in the United Kingdom, 
the value for duty shall not be less than the value of similar goods made or 
produced in any European country the currency of which is not substantially 
depreciated. The Minister of Customs and Excise may determine the value 
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of such goods, and the value so determined shall, until otherwise provided, be 
the value upon which the duty on such goods shall be computed and levied 
under regulations prescribed by the Minister." 


In February of the following year it was announced that Canada’s 
regular dumping duty known as the “special” duty for the penali- 
zation of ordinary dumping in Canada would not be applied to im- 
ports from Germany, Austria, Hungary, Jugo-Slavia, Czecho- 
Slavia, and Russia, provided the selling-price of such commodities 
in Canada is not less than their fair market value for home con- 
sumption.’ 

It should be obvious that this valuation scheme is not particu- 
larly concerned with depreciation as such and not at all with the 
problem of the difference in internal and external values. 

But if the Canadian method gives but slight attention to the 
problem, that of the United States gives less. Here also the prac- 
tice had long been to levy duties upon the foreign value, but using, 
rather than the mint par, the current rate of exchange, when the 
invoice so quoted it, as of the date of exportation. But since some 
currencies had become depreciated to such an extent as to make 
the duty negligible, it was proposed (in H. R. 2435, which was 
introduced April 12, 1921) that in calculating value for levying ad 
valorem duties the customs officials recognize depreciation only up 
to 663 per cent. This proposal, however, was not adopted, but it 
gives an indication of the general point of view that was at that 
time being held. In the hearings before the Senate Committee on 
Finance on the proposed tariff act of 1921 (H. R. 7456), the com- 
parative effect of the existing method of valuation was stressed 
time and again. 

But while the discrepancy in purchasing power of certain for- 


* Board of Trade Journal, CTX (July 20, 1922), 77. 

2 Appraisers’ Bulletin No. 2728 (February 16, 1923). 

3“The exchange between England and America is one thing: the exchange 
between America and Germany is another thing. The same article coming to this 
country from England, therefore, would pay on a foreign value a much higher duty 
than the same article if it came to this country from Germany.”—Thomas Walker 
Page, chairman, U.S. Tariff Commission, before Senate finance committee on the 
proposed tariff act of 1921, “American Valuation,” p. 17. 
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eign currencies was discussed at various times,’ the act as finally 
passed failed to deal with the problem except in so far as the 
“American valuation” plan tends to raise the amount of duty to 
an equality upon imports of like kind irrespective of the country of 
origin, as contrasted with the effect of the foreign valuation de- 
scribed above, and except to the extent to which the “flexibility” 
provisions may be used to that end. The mechanism provided 
under that head, however, presumably may be disregarded 
entirely. 

Both the “American valuation” of the United States and the 
“United Kingdom valuation” of Canada are primarily concerned 
with the establishment of a satisfactory basis for the computation 
of the regular ad valorem duties and do not provide for special 
exchange-dumping duties. As pointed out above, one of the 
results of this method of evaluation is to raise the rates upon im- 
ports from those countries in which the export price is lower. In 
so far as these countries are those with the greater discrepancies in 
the internal and external purchasing power of their currencies, the 


t Mr. John P. Wood: “Another important, but temporary, factor in the increase 
of difference in production costs results from the great depreciation in the value of 
local currency. 

“This is commonly and incorrectly referred to as depreciation of exchange. It 
is an axiom that as the value of currency declines, prices of labor and commodities 
must rise, but the two movements do not proceed with equal rapidity. Wages and 
many kinds of fixed charges have been unable to keep pace with the speed of currency 
inflation, with the result that, measured in terms of the purchasing power of a more 
stable currency like the American Dollar, actual production costs and selling prices 
of manufacturers have been steadily declining.” 

Undoubtedly the feeling that the phenomenon of exchange-dumping was to be 
a short-li-ed matter which would quickly act to destroy itself tended to discourage 
any attem, ¢ to more adequately meet the problem in the United States. Again 
quoting Mr. Woods: “This . . . . is a phenomenon that cannot persist. Sooner 
or later the decline in the currency must be arrested, or else it will become valueless 
and be replaced by a new circulating medium. In either case prices and wages will 
then come to normal levels according to the living standards of those countries. 

“Except to the limited extent the American valuation plan will afford, it does 
not seem practicable, in a permanent tariff act, to provide against the extraordinary 
conditions created by currencies which are steadily becoming more nearly worthless; 
and, unless some temporary means of relief can be devised, it will probably be neces- 
sary for a time, which we hope will not be long, to contend with this handicap as one 
of the consequences of the war.”—Hearings before the Senate Commitice on Finance 
on the proposed tariff act of 1921 (H. R. 7456), Schedule 11, p. 3537. 
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valuation method tends partially to offset the exchange-dumping 
premiums. But the duty does not have the effect of falling more 
heavily upon the country of lowest price, even though the ad 
valorem duty rate may be higher. Thus if a given article were 
sold in France at a price of $10 and in Germany at $5 and the 
American valuation were $15, a 333 per cent ad valorem duty 
computed according to American valuation would operate as a 100 
per cent duty on the German export, and only 50 per cent on the 
French. But the effect would be, in this case, assuming that the 
German supply could fulfil the entire demand, to exclude the 
French import and fail of protection to the American manufac- 
ture. Even though the rate were fixed sufficiently high to bring 
the American producer into the market, it would bear less heavily 
upon the lowest-cost producer. 


UNION OF SOUTH AFRICA 


The government of the Union of South Africa met the situa- 
tion in a unique way and by means of customs regulations rather 
than by the formal passage of legislation. Instructions to the 


collector of customs, dated December 7, 1921, regarding the con- 
version of foreign values into terms of local currency, directed that 
cognizance be taken of the discrepancy between the exchange rate 
and the foreign price level. “This applies particularly to goods 
from Germany,” the memorandum reads, “‘where I have ascer- 
tained that the internal value of the mark is greater than its ex- 
ternal or international value 

In June, 1922, a “budget proposal” was announced? which pro- 
vided, regarding valuations of goods for customs duty purposes, 
that: 

Where, in the case of goods imported into the Union of a class or kind 
produced or manufactured in the Union, the exchange value of the currency of 
the country of origin or export of any such goods is depreciated and, by reason 
of such depreciation, goods are being imported into the Union at prices that 
are detrimental to South African industries, the Governor-General shall, from 
time to time, determine the rate at which the currency of the country of 
origin or export of goods imported into the Union shall be converted into the 

* Board of Trade Journal, CVIII (February 23, 1922), 218. 

* Ibid. (June 22, 1922), 710. 
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currency in force in the Union, and when the rate so determined is notified 
in the “Gazette”’ the difference between the free on board value of the goods 
as charged to the importer and the free on board value at the rate determined 
by the Governor-General and notified as aforesaid, shall, in addition to the 
duties otherwise prescribed, be charged, levied, collected, and paid on those 
goods on importation into the Union, as a special or exchange duty: Provided 
that the special or exchange duty shall not in any case exceed 50 per cent of 
the value so determined. 

The proposal also carries with it a provision for the exemption 
from the application of the above of imports from countries in 
which the difference in value does not exceed ro per cent. 

In this latter proposal there is provided an administrative 
means for the imposition of such an exchange-dumping duty ap- 
proximately in accordance with the average difference in internal 
and external values of the currency of the country with the mal- 
adjusted price level. There are, however, two points of weakness 
and imperfection. In the first place, assuming that the duty is to 
be levied because of a bona fide desire for protection against this 
novel form of competition, it is hardly consistent that a limit of 
50 per cent be placed upon the operation of the duty. This means 
that in those cases in which the exchange-dumping situation is 
most severe, the duty provision will be practically ineffective, 
whereas it may apply effectively against those countries whose 
depreciation has operated to a much less effect. In the second 
place, the determination of a rate of exchange by the governor- 
general introduces an element of inexactness which will operate 
heavily and unfairly against the importation of certain goods the 
price of which has become fairly adjusted to the exchange value 
of the currency, whereas there will still remain an exchange premi- 
um upon other articles of import the price of which is below the 
basis upon which the governor-general’s conversion value is calcu- 
lated. The prevalence and significance of this situation is left for 
discussion at a later point.’ 


NEW ZEALAND 


Not for the purpose of meeting the problem of exchange-dump- 
ing, but rather for fiscal and administrative reasons, New Zealand 


* See p. 313. 
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also had adopted the practice of converting import values, stated 
in foreign currencies, at the bank or commercial rate of exchange 
rather than at the mint par rate as was the former practice, for 
the computation of ad valorem duties." The result of this prac- 
tice is to lessen considerably the effect of ad valorem duties upon 
imports from countries with depreciated exchanges. To meet the 
further problem, the Customs Amendment Act of 1921 was passed 
on December 13. This act provides in the second schedule for a 
special duty on goods from countries having depreciated currency 
according to the following rates: 

Where the depreciation at the date of exportation from the country of 
origin or intermediate country (as the case may require) 


Not over Special Du 
Per Cent ad a. 


Paragraph 5 of section 13 provides that: 

A country shall be deemed to have a depreciated currency if the com- 
mercial or banking value of its monetary unit in relation to the sovereign is 
less than the value of that unit in accordance with the mintage rate of ex- 
change, and the amount of depreciation may be determined by reference to 
any invoice or other evidence produced in verification of the value of the 
goods, or may be determined in such other manner as the Minister may 
direct.? 


Later amendments’ give the minister discretionary powers in fix- 
ing the rates of duty which, according to latest available informa- 
tion, remain as originally fixed with the exception of those apply- 
ing to currencies depreciated more than go per cent. An order in 
council dated June 18, 1923, placed this rate at 333 per cent 
ad valorem. 

*U.S. Dept. of Commerce, Foreign Tariff Legislation, p. 10. 

2 Board of Trade Journal, CVII (1921), 331. 

3 Ibid., CX, 43, 218; CXI, 535, 560. 
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Here also the mistake is made of confusing the rate of depreci- 
ation with the amount of the premium on the importation. One 
wonders, also, by what method of reasoning the rate of 2} per cent 
was selected as a basis for the original rate to offset the depreci- 
ation up to 10 per cent. And likewise, for what reason was the 
maximum rate set at 25 per cent and later 333 per cent? It is 
apparent, certainly, that such provisions are the result of either a 
lack of appreciation of the problem and its causes, or a feeling that 
greater accuracy was not possible. 


AUSTRALIA 


There is a close similarity between the measures originally 
adopted by the neighboring governments of the South Sea. In 
Australia, as in New Zealand, the problem was first attacked by 
conversion of foreign values at the bank rate rather than according 
to the mint par rate. In December, 1921, Australia passed a new 
Customs Act which contained what was there termed a “dumping 
exchange duty.” It provided that: 

If the Minister is satisfied, after enquiry and report by the Tariff Board, 
that the exchange value of the currency of the country of origin or export of 
any goods has depreciated, and that by reason of such depreciation goods 
have been or are being sold to an importer in Australia at prices which will be 
detrimental to an Australian industry, the Minister may publish a notice 
in the “Gazette” specifying the country as to the exchange value of the cur- 
rency of which he is so satisfied, and the goods originated in or exported from 
that country, to which, in his opinion, the provisions of this section should 
apply. 

Upon the publication of the notice there shall be charged, collected and 
paid to the use of the King, for the purpose of the Commonwealth, on all 
goods specified in the notice produced or manufactured in or exported from 
the country specified therein, a special duty, at a special rate to be ascertained 
in accordance with the schedule." 


The schedule consists of two parts, dealing in Part I with cur- 
rencies of the same par value as the French and Belgian franc and 
in Part II with the German mark. In effect it provides that with 
the progressive depreciation of the foreign currency the special 
duty, starting at 8.5 per cent, increases at a decreasing rate until 


* Board of Trade Journal, CVIII (February 16, 1922), 189, section 8, paragraphs 
1 and 2 of the act. 
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the maximum of 75 per cent ad valorem is reached. Thus, the 
mint par rate of exchange as to the franc and lira being 25.22 to 
the pound sterling, 

If the bank rate of exchange between London and the country of export 


or origin at the date of export is greater than 25.22 (par) but is less than 30.00, 
no special duty shall be chargeable; and: 


If the said bank rate But is less The special duty shall 
of exchange is not than: be chargeable ad va- 
lorem at the rate of: 


A similar schedule is prepared for German marks, and provision is 
made for schedules relating to other currencies when the occasion 
demands.* 

All that has been said with respect to the other forms used by 
the countries previously discussed, regarding the levying of the 
duty upon the basis of depreciation, is of course applicable here. 
This, as is true of the Spanish and New Zealand mechanism, fur- 
ther makes a mistaken attempt to give the duty a quantitative 
aspect by the method of increase, but using also, as in the case of 
the other schemes, the wrong basis for that increase. But even 
if it were true that the extent of depreciation is synonymous with 
the increase in the amount of the discrepancy between the two 
values of the foreign currency, it is difficult to imagine any justifi- 


' Ibid., p. 189. 
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cation for the rate of progression of the duty here chosen. It cer- 
tainly has no scientific, and, so far as the writer can see, no other 
than an arbitrary, basis. If, as suggested above, it were true that 
the depreciation measured the exporting advantage of the foreign 
country, the rate of increase should equal the rate of the depreci- 
ation, as was adopted in the New Zealand method. 

Toward the end of the following year, however, the act was 
amended in a way that combined a method of protection against 
the effects of the depreciating currencies with a form of protection 
of the type which has come to be known as “equalizing the costs 
of production.” On November 9, 1922, the act of 1921 was 
amended as to section 8 so as to provide that: 

Where the currency of the country of export or origin of an article has 
depreciated to less than +s of its normal value, the “dumping exchange duty” 
leviable on such article shall be a fixed duty which represents the difference 
between (a) the landed cost in warehouse in Australia of the imported article 
(including duty calculated in accordance with the Customs Act) plus a per- 
centage of profit to be determined by the Minister after enquiry and report 
by the Tariff Board, and (5) the Australian wholesale price of similar goods 
of Australian manufacture." 

Serious discrepancies might easily appear in the exercise of the 
discretionary powers of the minister, in the calculation of the cost 
to the importer (since this will depend upon the purchase by him 
of the “exchange” as well as the purchase of the goods), in the 
allowance of the percentage of profit, and particularly in the esti- 
mation of the equivalent Australian value of the same or similar 
goods. Assuming satisfactory administration, however, the oper- 
ation of this act will adjust the price of all such importations to a 
level with the price of domestic commodities of the same or similar 
kind and will certainly do away with any advantage which might 
have accrued to the importer by reason of the maladjusted price 
in the country with the depreciated currency. There is the dan- 
ger, however, that it might bring into permanent existence an 
extreme form of protectionism.” 


The exchange-dumping act or administrative ruling of no 
country has succeeded in exactly countervailing the premium 


* Board of Trade Journal, CLIX (December 7, 1922), 658. 
* For further discussion of the implications of this method, see p. 315. 





TARIFF DEVICES AND DEPRECIATING CURRENCIES 313 


possible upon the import of goods from such depreciated currency 
countries. To some extent the failure of these various attempts 
has been due to a faulty view of the problem involved. It is the 
view of the writer, however, that any practicable attempt to 
establish a duty adequately designed to offset accurately the ex- 
change-dumping premium is foredoomed to failure. 

There have been efforts, in the more theoretical discussions of 
Professor Cassel’s “purchasing power parity” theory, to measure 
this exchange-dumping premium by the use of general compara- 
tive-price index numbers.' Professor Cassel’s error was pointed 
out by Miss Van Dorp, of the University of Utrecht, as lying in 
the use of prices in his index numbers which are not effective in 
respect to foreign exchange.?_ Her proposal is to take, in the con- 
struction of such index numbers, only export prices. But for the 
practical purpose of tariff construction, the general, or index num- 
ber, measure of the lack of adjustment of prices to a parity with 
the rate of exchange cannot justifiably be used at all. Tariffs are 
levied upon individual imports, individual commodities. And 
individual commodity prices do not adjust themselves equally. 
As stated by Professor Hawtrey: 

One of the most striking characteristics of the monetary collapse in East- 
ern Europe is that, though the value of the unit has fallen, prices have risen 
very unequally. No consistent measure can be found of the proportional de- 
preciation of the unit, because different commodities give measures so diver- 
gent that they do not even yield a significant average. In Germany, for ex- 
ample, one commodity may be at fifty times its pre-war price, another at five 
times. Wages, house rents, and the foreign exchanges exhibit similar varia- 
tions. The same is true of the other countries. 


This unequal adjustment of commodity prices means that a 
measure of the maladjustment of the individual commodity price, 
rather than the average, must be ascertained for tariff-levying 
purposes. An inquiry into comparative prices during the years 
1914, I919, 1920, and 1921 made by the United States Tariff Com- 

* Some such idea presumably motivated the proposed solution of the govern- 
ment of the Union of South Africa. 

2 Economic Journal, XXIX (1919), sor. 

*R. G. Hawtrey, Monetary Reconstruction, p. 67. 


4 For a general discussion of the use of index numbers in this connection, see 
U.S. Tariff Commission, Depreciated Exchange and International Trade, pp. 11-19. 
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mission* demonstrated the fact that for the great staples of inter- 
national commerce “ the exchanges have worked themselves out to 
a gold basis to such an extent that international trade is little dis- 
turbed by price discrepancies due to depreciated exchanges.”* In 
other words, the internal foreign price of such world-market goods 
has become adjusted in accordance with the exchange rate. This, 
however, is not true of all such standard products and was seldom 
true of the prices of articles (such as aluminum ware and pottery) 
which do not enter greatly into the international markets. In 
such cases the German “paper cost” was often found to be con- 
siderably below the American price. It is evident that the total 
advantage of foreign purchase to an American importer is the 
difference between the cost to him of the foreign goods and what 
they would have cost him if produced at home. Both the Tariff 
Commission and the Australian exchange-dumping act apparently 
accept this advantage as the measure of the exchange-dumping 
premium. If this were true, the Australian act would be reasona- 
bly efficient and satisfactory, the only objection being upon the 
grounds of administrative difficulty. These administrative diffi- 
culties, however, while extremely serious, are common to all prob- 
lems of import valuation. Although complete operating success 

* Depreciated Exchange and International Trade, appendix. 

2 Ibid., p. 53. 

3 Ibid., Tables VIII and IX, pp. 52, 53. 


4 While the following statement was delivered in connection with a different 
situation, it suggests some difficulties of evaluation which are apt, perhaps, to be 
minimized by those unfamiliar with the complexities of the task: 

“There is a large body of imports which have no foreign market value that is 
ascertainable by the appraising officers, or which have no selling price at all abroad. 
They are goods which are manufactured for shipment to the United States for further 
manufacture, such as essential oils made in France and sent over here as compounds 
to be used by agents in the manufacture of perfumery, simply by adding alcohol. 
What does the law say shall be done in such cases? That the appraising officers 
shall ascertain the cost of production abroad. Everyone knows that it is very diffi- 
cult, well-nigh impossible, to get the costs of production abroad. 

“Then, the act also says, ‘If you cannot get costs of production abroad, take 
the selling price in the United States and work back by deduction of various items 
to a foreign market value.’ 

“Well, in many cases there is no selling price in the United States of the im- 
ported article, as for example, in the case of indoxyl, the basis of indigo. So the only 
possible means of actually finding a value is to get the cost of production abroad, 
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would be impossible, a reasonable degree of accuracy, ultimately, 
might be looked for. 

From the point of view of a country wedded to a policy of high 
protectionism, the problem might be taken as solved at this point. 
But in the interests of accuracy a further qualification needs be 
made. 

The “dumping exchange duty” of Australia is, in fact, a dual 
tariff. It includes what amounts to a duty equivalent to the 
“exchange advantage,” or premium, but at the same time also a 
measure of protection against more permanent advantages of for- 
eign production, sufficient to bring the foreign landed cost to an 
equality with the Australian domestic cost. It is thus protecting 
Australian producers according to the popular conception of 
“equalizing the costs of production.” In other words, the result 
of this blanket duty holds no disadvantages to a country which 
desires such protection, but to free-trade countries such as Great 
Britain and Belgium it presents a grave danger. The theory of 
protection against exchange-dumping, which is of necessity of 
short duration, is not inconsistent with the principles of free trade. 
Free trade is a long-run doctrine that can logically accept short- 
run protection for the sake of ultimate free-trade development." 
But the acceptance of the Australian “dumping exchange duty” 
carries with it the acceptance of this uncertain amount of “equal- 
izing cost’? protection which has not been and cannot be ade- 
quately measured. This difficulty is further aggravated in that 
many of the lower costs of foreign production (as contrasted with 
what we may call the lower cost of foreign purchase, by reason of 
the depreciation of exchange) are themselves due to the fact of de- 


which in most, if not indeed substantially all, cases is impracticable of ascertain- 
ment.”—Mr. Charles E. McNabb, Law Officer, U.S. Tariff Commission, Hearings 
before the Senate Committee on Finance on the proposed tariff act of 1921 (H. R. 
7456), P. 47. 

1, , . where there is good reason to believe that the cheapness of foreign 
commodities will prove to be of but temporary duration, the assumptions on which 
the free-trade argument rests are not in accordance with the actual situation, and the 
free-trade reasoning does not even establish a presumption against the desirability 
of interfering with the free importation of such commodities.” —Viner, Dumping: A 
Problem in International Trade, pp. 145 ff. 
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preciation and price maladjustment. In the matter of wage costs, 
for instance, which typically are adjusted more slowly than com- 
modity costs, the Tariff Commission’ points out that: 

The price of a given product may be adjusted to a gold basis in the mar- 

kets of the world, but producers of it in countries whose exchanges are at a 
discount may have a competitive advantage because of the low wages paid 
as compared with the international value of the article. German chemicals, 
for example, will sell at world prices, but the wages paid to the laborers who 
make them will be based on the prevailing domestic rates, which may or may 
not be adjusted to a gold basis. 
Under such circumstances a free-trade country would embark 
upon the use of the Australian method with extreme hazard,? for 
so long as amy depreciation existed, it could be shown to a cer- 
tainty that the advantage of the foreign exporter continued, even 
though prices otherwise had become completely adjusted. 

An accurate method for the measurement of the exchange- 
dumping premium would necessitate a calculation of the fall of the 
external value of the currency and the failure of each individual 
commodity price to rise proportionately, consideration being had, 
however, for increases or decreases in the competitive ability of 
the foreign producer and a distinction being made between those 
changes in competitive ability with which the depreciation of the 
currency had and had not a direct or indirect causal connection. 
As a practical problem, such a measure would certainly be beyond 
the bounds of human ability. 

One further observation remains yet to be made against the 
probability of the power of any device accurately to measure the 
exchange-dumping premium. A country whose currency is not 
depreciated, or, conversely, whose currency is at a premium in a 
world of depreciated currencies, may attempt to deprive itself of 
the direct advantage achievable through the importation of goods 
whose price is unadjusted to the depreciation of the local currency. 

‘ U.S. Tariff Commission, 1922, Depreciated Exchange and International Trade, 
p. 56. 

2 The possibility that the ultimate significance of the adoption of a device of the 
character of the Australian tariff was perceived in Great Britain is suggested in the 
fact that the government’s first proposal contained a provision for fluctuating duties 


but this was abandoned. Parliamentary Debates, CXLVI (August 12, 1921), cols. 
15-16. 
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It will, nevertheless, receive an indirect advantage in the markets 
of the world by reason of the fact of the premium on its currency. 
Other countries, in purchasing foreign goods, will purchase at a 
disadvantage in competition with the highly valued premium 
money. ‘Their purchases will tend to be restricted by the fact of 
this loss in purchasing power, and a larger quota of the ‘“‘world’s 
exportable surplus” will flow to the shores of the country with the 
appreciated currency." 

While a country might logically adopt a special protective 
policy during the prevalence of depreciating currencies which 
would give some degree of protection against the unusual form of 
competition, it cannot be expected that any such device will oper- 
ate accurately and return results to any extent proportionate to 
the task to which it is assigned. 


WALTER MUHLBACH 
Onto WESLEYAN UNIVERSITY 


U.S. Tariff Commission, Depreciated Exchange and International Trade, p. 54. 





CONTINGENT DUTY PROVISIONS IN AMERICAN 
TARIFF LEGISLATION 


I 


During the last three decades the American tariffs have been 
making use of a peculiar device. It is a proviso attached to 
tariff items indicating that if the article referred to is imported 
from a country that imposes a duty on the same or similar com- 
modities, the stipulations made in the paragraph with reference 
to import duties are to be changed. If the paragraph is in the free 
list, the proviso results in the imposition of a duty on articles com- 
ing from countries that levy duties on the same or similar com- 
modities when imported from the United States. On the other 
hand, if the paragraph is in the dutiable list, the proviso ordi- 
narily stipulates for an increase in the import duty under specified 
circumstances. Although this tariff device has had a decided 
influence in regulating the foreign trade of important commodi- 
ties, it has received scarcely any attention from economists.’ 

The use of this type of duty has been extended in the Fordney- 
McCumber Act and threatens to become more popular in the 
future. It will be worth while, therefore, to delve somewhat into 
the history of the use of this tariff feature, to point out some of 
the economic and legislative problems arising out of its use, and 
to suggest whether or not its continued use is desirable. 


II 


Since the passage of the act of 1894, “‘contingent” duty 
provisions have been used in ali the American tariffs. Four such 


* Some reference is made to these contingent duty provisions by the following 
writers: 

Jacob Viner, Dumping: A Problem of International Trade, 1923, p. 311; “The 
Most Favored Nation Clause,” Journal of Political Economy, February, 1924, pp- 
118-19, 128. 

Wallace McClure, “A New American Commercial Policy,” Studies in History, 
Economics and Public Law, 1924, pp. 158-61. 

T. E. G. Gregory, Tariffs: A Study in Method, 1921, p. 243. 

F. W. Taussig, Tariff History of the United States (7th revised edition), 1923, 
P. 471. 
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provisions were in the tariff of 1894. The acts of 1897 and 1909 
each had three. In the law of 1913 there were two. And the act 
of 1922 has nine; more than any one of the others. 

The origin of this peculiar tariff device is not definitely known. 
As in the case of any socio-economic instrument, it is only possi- 
ble to hazard a guess as to how it came to be used. At the time the 
Act of 1894 was discussed in Congress, Canada used a tariff fea- 
ture very similar to a contingent duty provision. One of the 
sections in the Canadian tariff law made it possible for specific 
commodities to enter either free of duty or at a lower rate when 
imported from this country, providing similar articles were 
admitted into the United States free of duty or at a rate lower 
than the one levied by Canada. When this fact is coupled with 
some of the statements made by congressmen indicating that 
they knew of this Canadian tariff section,” it seems plausible to 
suppose that the American originators of contingent duty provi- 
sions might have been influenced by the Canadian practice. 

The outstanding characteristic of this tariff instrumentality 
is its “contingency” upon the tariff practice of foreign countries. 
It becomes a regulator of trade only when foreign countries act 


in certain ways. In essence, therefore, it seems to be a sort of 
reciprocal device,’ although, as we shall see later, it has been used 
to attain other than reciprocal objectives. 

These contingent duty provisions have been inserted in para- 


* Cf. Revised Statutes of Canada, 1886, sec. 9, chap. xxxiii. This section reads as 
follows: 

“Any or all the following things, that is to say, animals of all kinds, green fruit, 

. . coal and coke, salt, .... wheat, ... . flour of wheat and flour of rye 

. ». . and lumber may be imported into Canada free of duty, or at less rate of duty 

than is provided by this act upon proclamation of the governor in council, which may 

be issued whenever it appears to his satisfaction that similar articles from Canada 

may be imported into the United States free of duty, or at a rate of duty not exceed- 

ing that payable on the same under such proclamation when imported into Canada.” 


2 Congressional Record, XXVI (1894), Part II, 1545. 


3 Cf. Senator McCumber, with reference to the act of 1922: 

“We have like reciprocal duties—I will use the word “reciprocal’ rather than 
‘retaliatory,’ for I think that is really the nature of those duties—in ten or a dozen 
cases, I think, in this bill, where it has been thought proper to insert them. After 
all, there is little difference between the duties so provided and any reciprocal 
tariff arrangement. We say to another country, ‘If you will provide a duty of 20 
per cent on agricultural implements going into your country, we will allow your 
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graphs dealing with both dutiable and free-list commodities. In 
almost all of the cases the wording used is approximately the 
same. They vary mainly in regard to the duty that is to be im- 
posed if the contingency exists. In the instances where the pro- 
visions are inserted in dutiable-commodity paragraphs, the 
existing duty is either increased or removed. There have been 
cases in this group in which the duties were made higher if the 
country from which the goods were imported levied an unfavor- 
able duty on the same or similar commodities coming from the 
United States. On the other hand, there have been provisions 
in the dutiable iist that stipulated a removal of the existing duty 
if the articles came from a country that allowed the same or 
similar goods to enter free. 

The contingent duty provisions placed in paragraphs dealing 
with free goods have varied much more with reference to the 
duty that is to be levied. In some cases the duty is made to equal 
the one imposed by the foreign country. In other instances the 
duty is a definite percentage of the one placed on the same or 
similar commodities by the outside country. There are provisions 
that stipulate a duty equal to the one existing in the previous 
tariff act. And, finally, there are some cases in which the duty is 
specified." 
agricultural implements to come in at 20 per cent.’ But suppose the other country 
has already fixed its rate at 20 per cent, then we say, ‘Inasmuch as that country has 
fixed its rate at 20 per cent, we will fix ours at 20 per cent,’ and in that instance we 
have simply met their duty. As I stated before, it is reciprocal. If the other country 
takes its duty off, then, of course, the commodities are admitted free; and if they are 
not, we are charging that country exactly what that country charges us. The only 


difference is that instead of making a difference by virtue of a treaty we have made 
it by virtue of two laws.”—Congressional Record, LXII (1921), part XI, 11322. 
* These contingent duties, therefore, may be classified as follows: 
1. Contingent duties on free-list commodities 

a) Duty equal to one im by foreign country 

b) Duty equal to a stated proportion of one imposed by the foreign country 

c) Duty equal to the duty that existed prior to the act in question 

d) Duty of a specified amount 

. Contingent duties on dutiable-list commodities 

a) Increase in duty by a specified amount 

b) Removal of existing duty 
The major classification is based on whether or not the commodity upon which 
they are levied is on the dutiable or free list. Under the minor classification they are 
grouped according to the basis upon which the duty is calculated. It may be noted 
that 2b in the classification is a backhanded way of accomplishing what 1d is sup- 
posed to accomplish. 
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From this brief consideration of the characteristics and forms 
of contingent duty provisions, it is evident that they can be 
manipulated in several ways. Because of their potentially recip- 
rocal nature, they can be used for bargaining purposes. Their 
contingent character makes them useful as a means of preventing 
foreign countries from levying duties on certain commodities. 
Also they can very easily be used by special interests as a means 
of obtaining protection without undue publicity. The fact that 
contingent duty provisions are in most instances inserted in 
paragraphs in the free list and become trade barriers only when 
the country from which the goods are imported imposes duties 
on the same or similar goods coming from the United States, 
makes it more likely that the ordinary observer will not discover, 
in any particular case, that a given article is enjoying tariff 
protection. 

It will be desirable to note, therfore, some of the economic 
consequences of the use of this tariff instrumentality on the 
trade of commodities which it has affected in the past. A general 
survey of this kind may throw some interesting light on what 
may be expected from its continued use in the future, and also 
on whether or not this feature should remain in American tariff 
legislation. 

Il 

Petroleam.—One of the most important commodities affected 
by the use of contingent duty provisions was crude and refined 
petroleum. In both the acts of 1894 and of 1897 this commodity 
was put on the free list with the proviso that if it was imported 
from a foreign country that levied a duty on the same or similar 
products coming from our country, an import duty would be 
imposed.* The earlier tariff law provided for a contingent duty 
of 40 per cent ad valorem; the later one a contingent duty equal 
to the one levied by the foreign country. Prior to 1894, crude 
and refined oil had been on the dutiable list, and since 1909 it has - 
been on the free list unaccompanied by a contingent duty pro- 
vision. 

The sole effect of the provision was to make all the crude and 
refined petroleum imported into our country between 1894 and 

* Act of 1894, Free List, par. 568; Act of 1897, Free List, par. 626. 
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1909 subject to a high import duty. During the major portion 
of this period, all the important countries producing this com- 
modity were levying an import duty upon it. The result was 
that, although oil and its products were nominally on the free list, 
a high tariff wall kept foreign competition out of the American 
market. 

Russia, the only competitor of any importance to the United 
States (see Table I)', was so resentful of the alleged violation of its 
most-favored-nation treaty rights by the American contingent 
duty that in 1901 it withdrew the benefit of its conventional 


TABLE I 


PRODUCTION OF CRUDE O11 IN UNITED STATES, RussIA, 
AND ALL CouNTRIES, 1885-1905 








Production | Production | Production 
in United in in All 
States* Russia* Countries* 





21,859 13,498 35,900 
45,824 27,661 74,845 
52,892 46,140 | 103,471 
63,621 75,779 | 148,115 
134,718 54,960 | 214,398 














* Barrels of 42 gallons, expressed in thousands. 


tariff on certain classes of American goods. The Russian govern- 
ment continued this discrimination until 1905, in spite of the 
continuous attempts made by the American ambassador to secure 
the removal of the increased duties. 

That the provision had for its object the placing of petro- 
leum on the dutiable list is clearly enough indicated by con- 
gressional discussions and by statements presented during tariff 
hearings. The remarks of congressmen show that they were trying 
to levy an import duty on this commodity by using the contingent 
duty provision. Occasionally some would indicate that reciprocal 
_ free entry was desired; but this objective was not given a great 

1 Report of the Commissioner of Corporations on the Petroleum Industry (1907), 
Part I, pp. 105, 110. 

* United States Tariff Commission, Reciprocity and Commercial Treaties (1919), 
PP. 434-35. 

3 Congressional Record, XXVI (1894), Part II, 1428-30. 
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deal of emphasis. All of the statements made at the tariff hear- 
ings during 1908 and 1909 show that protection was given and 
desired.? In some instances the contingent duty provisions were 
even called “protective tariffs.” 

There is no doubt that the Standard Oil Company was mainly 
benefited by this protective duty. This concern and its affiliated 
firms controlled, during the period between 1894 and 1909, ap- 
proximately go per cent of the refining business and 11 per cent 
of the crude oil production.? Between 1888 and 1905, it was direct- 
ing a good portion of its energies to obtaining foreign markets. 
The United Kingdom and Germany were the two most important 
foreign markets desired. In order to gain control over them, a 
policy of radical price reductions was instituted to meet the 
strong competition. The result was that the Standard sacrificed 
a large part of its profits and even took heavy losses on its foreign 
trade.4 

This general policy was made possible by the protection given 
to oil in this country. The American consumer, during this period, 

* Some of the statements follow: 

“We notice by papers that there is a possibility of taking off the tariff on Rus- 
sian petroleum. We think it would be a great mistake to take it off the crude and 
refined oils from that country, as it would be pretty severe competition for the 
small refiners.” —Tariff Hearings, Ways and Means Committee, (1908-9), VII 7348. 

“Already seriously handicapped in marketing 60 per cent of crude oil of refining 
grade in the United States, the Midcontinent Oil and Gas Producers’ Association is 
in a position to realize more acutely than the producers of other sections of the 
United States the grave danger to the petroleum industry and the pecuniary disaster 


to individual oil producers if the existing protective tariff and countervailing duty 
are removed and the importation of crude and refined oils is permitted free duty.— 
Ibid., VIII, 1908-9, 8395. 

“The motive of the foregoing proviso is unmistakably clear. It was to deprive 
the American petroleum industry of the specific protection accorded so many of our 
domestic industries under the national protective policy then and now in vogue, 
but was not the intent to discriminate against it to the extreme limit of permitting 
producing countries of the world (Roumania, Austria-Hungary, Dutch Indies, 
Canada) to have free access to the American markets for their products while abso- 
lutely shutting out by a high tariff wall access for the American product to their own 
markets.” —Ibid., 8396. 

* Report of the Comissioner of Corporations on the Petroleum Industry (1907), Part 
II, pp. 407-31. ; 

* Ibid., pp. 407-31. 

4 Ibid. 
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was paying prices much higher than those charged in foreign 
countries (see Table II).* In fact, these prices were so high that 
the Standard Oil Company made profits that not only offset 
the losses incurred in the competitive wars in foreign countries 


TABLE II 
CoMPARATIVE MOVEMENTS OF DOMESTIC AND 
Export Prices OF AMERICAN ILLUMINAT- 
ING Or, 1897-1905" 











peioa «= gmap en) aie Tat 
ge Pee 7.8 4.4 
IQOO-1902........ 9.0 5.9 
Ee 10.3 5.2 











but also resulted in large dividend payments. The rate of divi- 
dend on capital stock paid by this company between 1895 and 
1906 averaged over 37 per cent (see Table IIT).? 

Some of the statements made in Congress when the act of 


TABLE III 


DIVIDENDS OF THE STANDARD O1t TRUST 
AND STANDARD Ort COMPANY IN 
RELATION TO CAPITAL STOCK 


1895-1906? 

Rate of Rate of 
Year Dividend Year Dividend 
Bishi'sadinv des 17 WOR ia ciadiiael 48 
GS aa wed cactake 31 Se eee 45 
Bais kcqmcewas 33 Wc cvdiecesce 44 
Pads icucedic 30 aR ee 36 
Ws 5 Kaksu ciods 33 Ws haerake sean s 4° 
SERS Freier, 48 Bs cceessaeen 4° 


1894 was discussed show that the Standard Oil Company was 
influential in obtaining the insertion of the contingent duty 
provision in the paragraph on oil. One congressman went so 
far as to accuse the Ways and Means Committee of adopting the 

* Report of the Commissioner of Corporations on the Petroleum Industry (1907), 


Part II, p. 17. 
* Ibid., p. 526. 
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provision shortly after an officer of the Standard organization 
had visited Washington.* 

In 1909, however, the Standard Oil Company did not try to 
retain the provision. By that time it was actively engaged in 
the refining and crude oil business in Roumania, Austria-Hun- 
gary, Japan, Canada, and Mexico, and had little difficulty in 
maintaining a dominant position in the foreign oil trade.” 

Although the evidence presented is by no means decisive, 
the conclusion is irresistible that the contingent duty provision 
in this instance was used specifically for the purpose of protecting 
the petroleum industry in this country against foreign competi- 
tion. Why were crude petroleum and its products protected in 
this way rather than in the more customary manner? Probably 
because it was evident before the passage of the act of 1894 that 
“the popular will had declared itself against the policy of high 


t Some of the statements made by congressmen follow: 

“In the first draft of their bill [Wilson Act of 1894] that was submitted to the 
committee, and which was published to the world, they put petroleum on the free 
list. Within a week after that, during which time, to my personal knowledge, an 
officer of the Standard Oil Company visited this city—within a week after this, the 
committee offered an amendment to their own bill; and when they came to report to 
the House as amended it contained a similar provision [similar to the contingent duty 
proposed for agricultural implements] in reference to petroleum oil, that whenever it was 
imported from a country which charged a duty on our oil the same duty should be im- 
posed upon imports of oil from that country.’”—Congressional Records, XXVI (1894), 
Part II, 1338. 

“The words in my amendment [which proposed a contingent duty provision 
for the paragraph on coal] will be found to have been used by the committee in the 
clause putting petroleum on the free list, where this very condition is carefully 
added in order to protect the Standard Oil Company and secure free admission of 
their product in other countries.” —Ibid., 1141. 

“Tn its present shape the Wilson Bill reimposes the present duty upon oils the 
product of any country which levies a tariff upon American petroleum. . .. . What 
I especially call attention to is this, that in order to protect the company which has 
constantly used its monopoly here to crush out rival dealers and keep prices here at 
such a point as it pleased, while it was exporting oil all over the world at lesser 
rates, this . . . . proposes to renew the principle of reciprocity in favor of the most 
grasping, extensive, and pitiless monopoly that the world has ever known, and to do 
this in regard to an article as to which our own production is so great that we must 
export a large proportion of it, and therefore can use the contingent tariff only as a 
means to make American citizens pay more than foreigners for the article produced 
here. I listened to the able speech of the chairman of the Ways and Means Com- 
mittee when he introduced this bill, and I heard no defense of this provision.” — 
Ibid., Part I, 659. 

* Report of the Commissioner of Corporations on the Petrolewm Industry (1907), 
Part II, pp. 426-27. 
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protection” and that there was a “vague uneasiness about trusts 
and monopolies, which the protective duties were supposed to 
promote.’ It was advisable, therefore, to obtain protection 
without publicity because publicity under the circumstances 
meant strong opposition. A contingent duty provision inserted 
in a paragraph in the free list served the purpose. 

Agricultural implements.—Another important commodity af- 
fected by the use of contingent duty provisions was agricultural 
implements. Prior to the act of 1894 this article was protected 
by high duties. In that act it was placed on the free list with a 
contingent duty provision.? The tariff act of 1897 placed agricul- 
tural implements on the dutiable list. They remained dutiable in 
the law of 1909, but a contingent duty provision was inserted 
stipulating that if the country from which the implements were 
imported allowed similar goods to enter free, the existing duty 
would be removed.’ In 1913 this commodity was put in the free 
list without any proviso. 

Between 1894 and 1897 the contingent duty provision resulted 
in the protection of agricultural implements. As in the case of 
petroleum in the act of 1894, these articles, although nominally on 
the free list, were protected by a high import duty. Canada, the 
only foreign competitor of any consequence,‘ levied a duty and 
therefore, according to the proviso, the United States imposed 
a duty on the Canadian product equal to the one specified in the 
act of 1890. 

In 1909 the situation was reversed. A “negative” contin- 
gent duty provision, i.e., one that removes the existing duty if 
the same or similar commodities come from countries that allow 
them to enter free, was inserted into the paragraph imposing a 
duty on agricultural implements. As, however, no concessions 
were made by Canada, the only significant exporter,’ this product 
continued to be protected until 1913. 

Similarly to the situation with reference to petroleum, the 

* F, W. Taussig, Tariff History of the United States (7th edition), 1923, p. 286. 

* Act of 1894, Free List, par. sor. 

3 Act of 1909, Dutiable List, par. 476. 

4 United States Tariff Commission, Information Surveys, Report FL 3, 1921, p. 22. 

5 Ibid. 
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contingent duty provision, by resulting in a high duty on 
agricultural implements between 1894 and 1897, protected 
vested interests. In this case it was the group of harvester con- 
cerns which combined in 1902 as the International Harvester 
Company. Between 1890 and 1910, the agricultural implements 
business in Canada was under the control of an exceedingly 
strong combination which gave these companies sharp competi- 
tion.’ Protection against this group was desired and obtained 
until 1913. By this time the International Harvester Corporation 
had its own factories in Canada and plants in Sweden, France, 
Germany, and Russia.” 

It is interesting to note that the act of 1894 was constructed 
on the basis that the popular will was against a policy of high pro- 
tection. It probably was politically inexpedient openly to place 
agricultural implements on the dutiable list. Therefore, they were 
put on the free list with the proviso which had the practical effect 
of making them dutiable. Congressional discussions at this time 
tend to indicate that this notion was probably in the minds of 
the framers. Some of the statements suggest that this tariff device 
was to be used for bargaining purposes; but most of the emphasis 
seemed to be placed on protection.’ 

In 1909 it was felt by the general public that the tariff of 1897 
needed overhauling; that its high duties had fostered the develop- 
ment of industrial combinations. Nevertheless, agricultural im- 
plements remained on the dutiable list. Perhaps the insertion of 
the “negative” contingent duty provision, by suggesting that 
only equality of treatment was desired, prevented strong opposi- 
tion to the duty. 

Salt.—Salt was placed on the free list in the act of 1894 with 
a contingent duty provision. Prior to the passage of the Wilson 
Act, it was on the dutiable list.4 Ever since then, it has been on 
the free list without any proviso. 


* Report of the Bureau of Corporations on the International Harvester Cor poration, 
1913, PP. 9, 67, 143. 

2 Ibid., pp. 146-47. 

3 Congressional Record, XXVI (1894), Part II, 1337-38, 1343, 1345. See also, 
ibid., Part I, 814. 
4See Act of 1894, Free List, par. 608. 
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This is another case when the use of the provision resulted 
in protection. Evidence indicating that this was the situation is 
found in Germany’s vigorous claim during this period that her 
salt should have been allowed to enter free by virtue of the most- 
favored-nation clause in the treaty between her and the United 
States.' This claim would not have been so actively pressed if 
the duty imposed because of the provision did not have the effect 
of preventing German salt from competing. 

In congressional discussions with reference to the act of 1894, 
statements were made indicating that protection for salt was 
desired. Some congressmen declared that the salt-producers in 
Michigan wanted protection from competition by Canadian 
producers. During tariff hearings it was claimed that the Ameri- 
can producer could not compete in his home market with those 
of Mexico, Germany, England, France, and Australia, unless 
protected.’ 

The net result was that although the framers of the Wilson 
Tariff were elected largely on the basis that they would reduce 
the import duties, especially on products used by the farmers, 
salt was protected by a duty equal to the one that existed in the 
act of 1890. This protection was probably concealed by placing 
salt on the free list with a contingent duty provision attached. 

Sulphuric acid—Contingent duty provisions were attached 
to the free-list paragraphs on sulphuric acid in the acts of 1894, 
1897, and 1909.3 This chemical, probably the most important 
single commodity in the chemical industry, was protected by the 
use of these provisions. Canada, the chief source of our sulphuric 
acid imports,‘ levied a duty on this commodity, and therefore 
one was levied automatically by this country. 

* Moore’s Digest, V, 274. 


2 Congressional Record, XXVI (1894), 1339. Cf., Tariff Hearings, Ways and 
Means Committee, 1893, p. 681. The Union Pacific Salt Company presented a 
statement before the Ways and Means Committee indicating that it desired a duty 
on salt to protect it against the salt coming from Mexico, Germany, England, 
France, and Australia. All of these countries levied an import duty on salt. 

3 Act of 1894, Free List, par. 643; Act of 1897, Free List, par 675; Act of 1909, 
Free List, par. 687. 

4 United States Tariff Commission, Information Surveys, Report FL 1, 1921, p. 26. 
It may be noted that during the Great War large amounts were exported to France, 
and the United Kingdom. 
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Binder twine or binding twine.—In the acts of 1897 and 1909 
binder twine was on the free list but subject to a contingent duty." 
In the acts of 1913 and 1922 it remained on the free list with the 
contingent duty provision removed. 

The available evidence seems to indicate that the contingent 
duty, in this instance, was intended to keep Canada from levying 
a duty on American twine, or to induce her to remove such a duty 
if she already imposed one. The provision probably did result 
in Canada’s making special exemption for binder twine in her 
anti-dumping law, lest an anti-dumping duty be held by the 
United States to justify the application of a contingent duty.’ 
Canada did not levy a duty on this product, and therefore her 
binder twine was allowed free entry in this country. At the same 
time that Canada retained the right of free entry for her binder 
twine, she was anxious to offset the effect on Canadian producers 
of the Philippine preferential export duties. She therefore granted 
a bounty equal to the Philippine export tax levied on manila 
fiber to Canadian producers obtaining their raw material from 
that country, and thereby circumvented the contingent duty 
provision.$ 

Potatoes.—In the act of 1913 a contingent duty provision was 
inserted in the free-list paragraph on potatoes.‘ Prior to the 
passage of this act an import duty was imposed on potatoes 
varying from fifteen cents to twenty-five cents per bushel. The 
act of 1922 replaced the commodity on the dutiable list. 

The contingent duty provision in this case resulted in the 
imposition of a duty on practically all the potatoes imported up 
to the end of 1918. By that time all the important exporters of 
this article, Canada, Netherlands, Belgium, Denmark, and the 


* Act of 1897, Free List, par. 491; Act of 1909, Free List, Par. 507. 

2 Jacob Viner, Dumping: A Problem in International Trade, pp. 195-97. It is 
interesting to note in this connection the following statement made before the Ways 
and Means Committee: “The proviso in this paragraph [contingent duty provision, 
act of 1897, paragraph 491] is absolutely necessary to protect us against the possibili- 
ty of Canada placing an import duty on binding twine to protect their own manu- 
facturing interests.” —Tariff Hearings, Ways and Means Committee, V (1908-9), 465. 

3 Jacob Viner, op. cit., pp. 190-91. 

4 Act of 1913, Free List, par. 581. 





330 S. H. NERLOVE 


Bermudas, had removed their duties on the American product." 
The result was that our tariff wall was also abolished. 

Again we have a case where protection was obtained through 
the use of the contingent duty provision placed in a tariff that 
was framed to relieve the consumer. The commodity in this 
instance, however, was only protected for part of the life of the 
tariff act. There is also some evidence that the provision was 
successful as a bargaining device. 

Wheat.—Wheat, wheat flour, semolina, and other wheat 
products were placed on the free list with a contingent duty 
provision in the act of 1913.? Prior to the passage of this act, 
wheat was protected by a high duty. The Fordney-McCumber 
Act reimposed an import duty on this commodity. 

During a large part of the period between 1913 and 1922, the 
contingent duty provision had the effect of protecting wheat and 
wheat products. Of the principal exporting nations, Canada, 
Argentina, and Australia; Argentina abolished its duty Decem- 
ber, 1913, but Canada and Australia, not until 1917.5 Since the 
last two countries are by far the most important source of our 
imports of wheat and wheat products,‘ the provision resulted 
in setting up a tariff barrier against this commodity for approxi- 
mately five years. This is another illustration of how protection 
was obtained through this peculiar tariff device in spite of a pre- 
vailing hostility toward high duties at the time the tariff act in 
question was being constructed. But in this instance, it may have 
been useful, also, as a bargaining device. 


IV 


The Fordney-McCumber Act has contingent duty provisions 
affecting automobiles, bicycles, paper board, brick, calcium 


* United States Tariff Commission, Information Surveys, Report TIS 20, 1902, 
PP. I5I-S5- 

* Act of 1913, Free List, par. 644. For the special form of this provision, see 
Jacob Viner, Review of T. E. G. Gregory, Tariffs: A Study in Method, Journal of 
American Statistical Association, XVIII (March, 1922), 131. 

3 United States Tariff Commission, Information Surveys, Report TIS 30, 1920, 
PP. 13-19. 

4 Ibid. 
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acetate, cement, coal, gunpowder, and lumber. In three of the 
instances the provision is attached to dutiable articles; in all 
the others it affects commodities on the free list. To date, the 
data seems to indicate that in about three-quarters of the cases 
the use of this tariff instrumentality has resulted in higher import 
duties than would otherwise exist. In attaining this increased 
protection, the influence of the “invisible hand” of vested interests 
is noticeable in several of the cases. 

Automobiles.—Automobiles are one of the dutiable commodi- 
ties affected by a contingent duty provision in the act of 1922." 
The acts of 1909 and 1913 protected this product by high duties. 
Prior to 1909, it was not specifically mentioned. 

The use of the provision in this case has resulted in higher 
protection than was stipulated in the paragraph on automobiles. 
The main paragraph imposes a duty of 25 per cent ad valorem; 
the provision stipulates that this duty should be increased up to a 
maximum of 50 per cent if the article is imported from a country 
that levies an import duty in excess of 25 per cent ad valorem. 
Since all the important exporters of automobiles to the United 
States levy import duties that are higher,? our country, because 
of the insertion of the provision, automatically raises the existing 
import duty to their level. The result is that the actual tariff 
on this product, instead of being 25 per cent ad valorem, is ordi- 
narily 35 per cent and is never lower than 33} per cent. 

This additional protection has benefited mainly the producers 
of high-priced cars. The manufacturers of cheap cars, owing to 
their efficient organizations, large-scale production, and high 
degree of engineering and mechanical skill, are not concerned 
about foreign competition in the home market. The contingent 
duty provision, however, seems to have been used to satisfy both 
of these groups. It has given additional protection to the manu- 
facturers of expensive cars. Its reciprocal character has afforded 
an incentive to foreign countries to reduce their tariffs and there- 


t Act of 1922, Dutiable List, Par. 369. 

2 United States Tariff Commission, Information Survey, Report C IO, 1921, pp. 
7-43. 

3 Ibid. 4 Ibid. 
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fore may help to increase the opportunities of foreign trade for 
our cheap-car producers. So far, however, the foreign countries 
have not made any important reductions in their tariffs. 

Bicycles—Another dutiable article made subject to a contin- 
gent duty provision is bicycles.? In the acts of 1909 and 1913 it 
was on the dutiable list. 

So far, the provision has not resulted in much additional 
protection for this commodity. Most of the imports come from 
England, which admits bicycles and their parts free of duty. 

Paper board.—This is the third commodity in the act of 1922 
which is placed on the dutiable list with a contingent duty pro- 
vision‘ attached. This provision has had practically no effect on 
the trade in this commodity, and no evidence seems to be avail- 
able indicating the reason for inserting the contingent duty in 
the law.S Most of the imports have been coming from Canada® 

Brick.—Structural brick was put on the free list, but was 
made subject to a contingent duty.’ In previous tariff laws this 
commodity was on the dutiable list. 

The provision has resulted in protecting brick by a high duty. 
Canada, the most important exporter of brick to this country, 
levies a duty; automatically, owing to the existence of the pro- 
vision, an import duty is placed on brick coming into the United 
States from Canada. 


* Congressional Record, LXII (1922), 8329. 

2 Act of 1922, Dutiable List, par. 371. 

3 Tariff Commission, Information Survey Report C 10, 1921, p. 50. 

4 Act of 1922, Dutiable List, Par. 1302. 

5 Some pressure was brought to bear during tariff hearings to take this group of 
products off the dutiable list entirely. (Tariff Hearings, Committee on Finance, 
1922, pp. 3892, 3898.) 

6 (United States Tariff Commission, Summary of Tariff Information, 1921, Pp. 
1049.) Sheeting felt, which is also one of the commodities in this group, has been 
coming to some extent from the United Kingdom. Since January 6, 1923, the United 
Kingdom has been admitting this commodity free, thus resulting in the removal of 
our import duty on the same article coming from that country. (Wallace McClure, 
A New American Commercial Policy, 1924, p. 154.) 

7 Act of 1922, Free List, par. 1536. 

® United States Tariff Commission, Tariff Information Surveys, Report B 1, 
1921, p. 23. 
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The manufacturers near the Canadian border are benefited 
by this condition. Owing to the low price of brick in this country 
and high transportation costs, nearly all of the foreign trade is 
limited to shipments from plants located near the international 
boundary line between Canada and the United States.t During 
congressional discussion of the tariff with reference to this com- 
modity, statements were made indicating that protection against 
the competition of the Canadian borderline concern was desired.” 

Calcium acetate—This commodity was placed on the free 
list with a contingent duty provision attached.’ Prior to the 
passage of the act of 1922 this article was allowed to enter free 
under all circumstances. 

The effect of the use of the provision in this instance has been 
to protect the producers of this commodity to some extent. If 
imports are obtained from Canada, Germany, Japan, Mexico, 
Panama, Sweden, or the United Kingdom, they are taxed.‘ 

Discussions in Congress seemed to indicate that the provision 
was inserted mainly to protect the American producers against 
Candian competition in the home market.s Although Canada 


has recently placed acetate of lime on the free list, it still protects 
calcium acetate by a duty of approximately 17} per cent ad 
valorem.® As long as this duty is being levied, the United States 
will place the same duty on calcium acetate imported from 
Canada. 


Cement.—Cement was protected in the acts of 1890, 1893, 
1894, 1897, and 1909. In the act of 1913 it was placed on the 

Ibid. 

2 Congressional Record, LXII (1922), VIII, 7963. Cf. The statement made by 
Senator McCumber: 

“The last provision [contingent duty provision] would adequately protect 
those along the border [Canada and United States] against Canadian exportation 
where the Canadian government imposes an even higher duty upon the American 
brick; and inasmuch as that does not come into competition except in the close 
vicinity, I cannot believe that there will be any serious objection to it.”—ZJbid. 


3 Act of 1922, Free List, par. 1541. 

4 Wallace McClure, op. cit., p. 155. 

5 Congressional Record, LXI (1921), Part IV, 4171. 

6 United States Tariff Commission, Summary of Tariff Information, 1921, 
1267-68, 
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free list. It remained on the free list in the act of 1922 but a con- 
tingent duty provision was attached.’ 

To date the provision has resulted in protection against foreign 
competition in the home market. Canada, the most important 
exporter of cement to this country,’ levies an import duty on it. 
The provision, therefore, for all practical purposes places cement 
on the dutiable list. 

The group mainly benefited by the use of this tariff device 
is the Portland Cement Association. Thirty-one of the largest 
Portland cement companies have plants near the Canadian 
border. They are, therefore, subject to competition from factories 
located directly on the other side of the borderline. Almost all 
the imports come from these Canadian plants and in recent times 
the amount has been gradually increasing. 

That the objective of inserting the contingent duty provision 
in the cement paragraph was to levy an import duty on this 
commodity is made quite evident by the discussion in Congress.‘ 
At the time the act of 1922 was being framed, evidence was being 
presented indicating that the cement business was monopolized 
by the Portland Cement Association; that this association 
was controlling prices.’ It was, therefore, politically inexpedient 
openly to place cement on the dutiable list. In the past it has 
always been difficult to protect a trust by an import duty once 
the public knew the trust existed. Consequently, a tariff device 
was being sought that would protect this commodity less overtly 
but with equal effectiveness. The contingent duty provision 
seems to be serving the purpose. 

Coal.—Anthracite coal has been allowed to enter free since 
1870. Bituminous coal was protected by import duties until 


* Act of 1922, Free List, par. 1543. 

* Tariff Hearings, Committee on Finance, 1922, pp. 1356-57. See also United 
States Tariff Commission, Summary of Information, 1921, pp. 261-62. Since large 
cement plants have been constructed recently in Canada near the borderline, the 
provision may result in more protection than was originally anticipated. 

3 United States Tariff Commission, Summary of Information, 1921, pp. 261-62. 

4 Congressional Record, LXVI (1921), Part VII, 7266, 7330. Cf. Tariff Hear- 
ings, Committee on Finance, 1921, p. 1364. 

5 The Federal Trade Commission presented a report at this time alleging that 
the Portland Cement Association is a combination in “restraint of trade.” 
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1913. In the act of 1922 both of these commodities and their 
products were placed on the free list with a contingent duty 
provision attached." 

The provision has resulted in protecting these products, 
mainly bituminous coal. Canada is the most important source 
of our imports. She levies an import duty on bituminous coal, 
and therefore we levy a duty on the same commodity coming 
from her. 

Compared to our domestic trade, the exports and imports? 
of this commodity are insignificant. Some sections of this country, 
however, are seriously affected by foreign trade conditions, 
especially the extreme northwestern and Pacific Coast states and 
the New England states. Canada supplies these areas with much 
of their coal needs, mainly because these sections are not as con- 
veniently located to adequate domestic supplies as they are to 
coal mines across the border.’ 

The group primarily benefited by the existence of the contin- 
gent duty is the coal producers in the Rocky Mountains states.‘ 
Congressional discussions do not seem to indicate exactly why 
the provision was inserted. 

Gunpowder.—Prior to 1913 this commodity was on the duti- 
able list. Since then it has been placed on the free list. The 
act of 1922 inserts a contingent duty provision in the free-list 
paragraph.5 

Canada, the main source of our imports,® levies a duty on 
explosives. This commodity, therefore, is being protected al- 
though it is on the free list. During tariff hearings protection 
was asked for it on the ground that duties are being levied on 
the ingredients of explosives at the same time that explosives 
are allowed to enter free of duty.’ This obviously resulted in a 
double disadvantage to the American producers of gunpowder 


t Act of 1922, Free List, par. 1548. 
* United States Tariff Commission, Information Survey, Report FL 10, pp. 9-11. 
3 Ibid. 4 Ibid., p. 7. 
5 Act of 1922, Free List, par. 1585. 
6 United States Tariff Commission, Information Surveys, Report FL 18, pp. 
38-40. 
1 Tariff Hearings, Committee on Finance, Tariff Act of 1921, 1922, pp. 4454-56. 
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and other explosives. Perhaps the contingent duty in this in- 
stance was inserted to protect the American producer against 
this unfair treatment. 

Lumber.—Certain kinds of wood and lumber were allowed 
free entry into this country in the acts of 1890, 1894, 1909, and 
1913. In the present act they are still on the free list but with a 
contingent duty provision inserted." 

Up to the present this provision has not interfered with the 
trade in this commodity. The imports come chiefly from Canada,’ 
and at present she is allowing a large portion of these products 
to enter free of duty. Some of the statements made in Congress, 
however, indicate quite definitely that protection for this com- 
modity was desired.‘ 

V 


It is quite evident that contingent duty provisions, by making 
possible interference with trade without publicity, have resulted 
in increasing tariff burdens. The producers of such commodities 
as petroleum, agricultural implements, salt, sulphuric acid, 
potatoes, wheat, automobiles, brick, calcium acetate, cement, 
coal, and gunpowder have had their protection against foreign 


Act of 1922, Free List, par. 1700. 

2 United States Tariff Commission, Information Surveys, Report FL 37, pp. 
142-46. Pulp-wood and some of the rough lumber is placed on the dutiable list in 
the Canadian tariff. 

3 Ibid., p. 38. 

4 Some of these statements follow: 

1. This statement was made with reference to pulp-woods: “This rider in the 
form of a retailatory clause [conditional duty provision] which, ipso facto, has the 
effect of taking them off the free list should be eliminated’””—Congressional Record, 
LXII, Part XI, 1148s. 

2. This statement is more emphatic and refers mainly to lumber: “Canada puts 
a duty on lumber because she thinks, or her lumber manufacturers pretend to think, 
that we can make it cheaper than she does, and, therefore, she wants protection 
against us; this bill auéomatically places the same duty on Canadian lumber, while 
pretending to put it on the free list. 

“Some of us were led to the belief that an opportunity would be given this House 
to vote for actual free lumber, but we see now that the rule under which we are pro- 
ceeding is shrewdly devised so that no such opportunity will be given, and our lum- 
ber kings are given a high duty on all Canadian lumber, notwithstanding the 
universal knowledge of the combinations by which the price of lumber in the United 
States has been raised something like 400 per cent in the last twenty years.”— 
Ibid., LXI (1921), Part IV, 4172. See also ibid., LXII, Part XVI, 1186-90. 
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competition increased by the use of this tariff device. There 
have been only four instances in which the tariff instrument was 
used without resulting in an import duty on the commodity it 
affected. It is interesting to note in this connection that the 
contingent duty provisions were inserted extensively in tariffs 
that were constructed primarily to satisfy voters who desired 
low duties. The act of 1894 was passed at a time when the popular 
will was against protection; it used this device which resulted in 
levying high duties on four commodities. The act of 1909 was an 
act that supposedly was built to reduce tariff barriers, and it 
had two contingent duty provisions that resulted in additional 
interference with trade. Prior to the passage of the act of 1913, 
the sentiment was in favor of reduction in duties on foodstuffs. 
This act had contingent duty provisions which resulted in im- 
port duties on wheat and potatoes. 

This protection was afforded mainly to goods placed nominally 
on the free list. Out of the twenty-one contingent duty provisions 
used, seventeen were attached to paragraphs on the free list. 
This seems to point to the conclusion that this tariff device is 
used mainly to conceal the imposition of duties. The ordinary 
citizen cannot readily determine the significance of a contingent 
duty provision when it is attached to a paragraph in the free list. 

Notice also should be taken of the fact that these contingent 
duty provisions have been affecting mainly the trade between 
Canada and the United States. Most of the commodities whose 
trade has been affected by this tariff instrumentality have been 
exported and imported primarily to and from Canada. The 
trade with other countries has been practically unchanged by the 
use of this tariff device. Notable exceptions to this are the situ- 
ations that existed with reference to petroleum and salt. 


VI 


Besides being a means of increasing import duties, contingent 
duty provisions are violating our treaty obligations with foreign 
countries. To quote from Professor Jacob Viner: 

They [contingent duties] would unquestionably be in violation of uncon- 


ditional most-favored-nation obligations. They can be defended as compat- 
ible with conditional most-favored-nation obligations only on the ground 
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that the withholding of the contingent duty on imports into the United 
States is a special concession granted in return for compensation, the compen- 
sation consisting of the admission of the American product free." 
Professor Viner continues to discuss this defense for compatibility 
and finally comes to the conclusion that it is not valid. 

The State Department has recently committed the United 
States by agreements and by treaties as yet unsatisfied to the 
unconditional most-favored-nation practice. With these arrange- 
ments the contingent duties in the act of 1922 are unquestionably 
inharmonious, and from our obligations under these arrange- 
ments there result corresponding obligations to all countries 
with which we have conditional most-favored-nation treaties.” 
It should also be noticed that these duties are out of harmony 
with the policy of equality of treatment established by section 
317 of the Fordney-McCumber Act. 


VII 


This rough survey of the use of contingent duty provisions 
suggests that this device should be abandoned in future tariff 
legislation. Sufficient evidence has been presented to indicate 
clearly that this instrument can be used very easily to conceal 


tariff practices. The ordinary observer usually pays very little 
attention to a proviso. Should he discover a contingent duty 
provision, he is usually unable to determine just exactly how it is 
going to interfere with trade. In the past, therefore, a deal of 
protection was concealed by placing commodities on the free 
list with contingent duty provisions attached to their paragraphs.‘ 


* Jacob Viner, “The Most-Favored-Nation Clause in American Commercial 
Treaties,” Journal of Political Economy, XXXII, (February, 1924), 118. Cf. The 
statement made by Senator McCumber: 

“TI think it [contingent duty provision] is contrary ... . to the spirit of our 
treaties, but we have done so in a great number of instances in past laws and the 
committee has found it necessary to deviate from the view of the chairman upon the 
subject.” —Congressionae Record, LXII, Part XI, 11322. 

2 Jacob Viner, oP. cit., pp. 128-29. 

3 Cf. Wallace McClure, op. ci#., pp. 149-50. 

4 Cf. The statement made by Mr. Hardy of Texas in Congress: 

“This countervailing duty [contingent duty] is a new instrumentality and was 
first placed in the tariff laws, as I understand it, in order to fix an import duty upon 
oil. When we were practically the sole producing and exporting country, there was 
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There is no reason why this same practice cannot continue if 
the contingent duty provision remains in our future tariffs. 

In addition, this tariff device is undesirable because it is not 
compatible with our treaty obligations. -This objection to its 
continued use becomes exceedingly important when one realizes 
that the United States is exporting large amounts of manufac- 
tured products and importing constantly increasing amounts of 
raw material. The United States, therefore, cannot afford to 
irritate countries that furnish markets or raw materials for its 
manufactured goods by refusing to comply with most-favored- 
nation obligations. The purpose of the recent change in policy, 
from the conditional to the unconditional most-favored-nation 
practice, so far as it had any definite purpose, was probably to 
avoid as much as possible unfavorable tariff legislation on the 


part of foreign countries. 


S. H. NERLOVE 
UNIVERSITY OF CHICAGO 


injected into our former tariff bills what was called a countervailing duty, which 
provided that where a foreign country imposed a duty on any commodity imported 
from the United States, the same duty was automatically laid on that commodity 
when imported from that country into the United States, and the members of 
Congress who passed that law did not know that it put a duty on the import of oil.” 
—Congressional Record, LXI (1921), Part IV, 4172. 





THE INCIDENCE OF FREIGHT CHARGES 
ON AGRICULTURAL PRODUCTS 


That the farmer pays the freight on all the products he ships 
and on everything he receives is generally assumed by a great 
many who profess to speak in behalf of the farmer. An address 
made by the president of the American Farm Bureau Federation 
contains this statement: 

In the main the farmer pays the freight both ways. He pays the freight 
on that which he produces from the farm to the principal consuming point or 
terminal market In the case of his live stock, if he ships direct to some 
slaughter point or consuming point, after the cost of selling is deducted, the 
commission man then deducts the freight and returns what is left to the 
farmer. The farmer absolutely pays the freight to the consuming center." 


It is further stated in this article that the farmer pays the 
freight on all the goods which he buys; that he pays the freight on 
farm implements, for example, from the point of manufacture to 
the point where they are to be used; that he not only pays the 
freight on the implements but also bears the freight charges on the 
coal and the steel or ore and on all the materials used in construc- 
tion from the point of origin to the factory where the implements 
are made. On the basis of these facts it is argued that the farmer 
pays approximately 55 per cent of the country’s total annual 
freight bill, although the population on the farms of the country 
comprises only one-third of the entire population. 

This discussion as to the incidence of freight charges and the 
distribution of the burden of transportation costs has attained 
great prominence in the last few years, especially since the war, 
when a very substantial increase in freight rates took place. The 
rates on agricultural products as well as on manufactured goods 
are now very much higher than they were in pre-war days. During 
the period, 1917-21, there were one local and three general changes 
in freight rates. A 15 per cent advance was allowed by the Inter- 

*O. E. Bradfute, “The Farmer and Transportation,” The Nation’s Business, 


June 5, 1923, Pp. 5. 
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state Commerce Commission in 1917 on movements in Central 
Freight Association territory. In 1918, while the railroads were 
under the control of and operated by the federal government, an 
increase of 25 per cent in freight rates was made which affected all 
carriers; on certain commodities, however, the increase was 
limited to absolute amounts so as not to disturb and disarrange 
existing rate relationships. A further increase by order of the In- 
terstate Commerce Commission was made in August, 1920, when 
the freight rates in the eastern group of states were advanced on 
an average of 40 per cent; in the western group, 35 per cent; in 
the southern group, 25 per cent; and in the Mountain Pacific 


TABLE I 
CoMPARISON OF RATES ON Hocs? 











Rate 1n Cents PER 
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16.0 25.0 156 
Mankato, Minnesota 26.0 39.5 / 151 
Mason City, Iowa 23.5 36.0 153 
Springfield, Missouri 28.0 43.0 153 
Aberdeen, South Dakota 42.5 53-5 125 

















group, 25 per cent. Early in 1921 a reduction of 10 per cent was 
made in the rates on all agricultural products; later in the year 
this reduction was applied to all commodities. In addition to 
these general rate changes, a great many adjustments of a more 
or less minor character, or local in extent, were made in the rates 
of special commodities in cases where peculiar conditions ap- 
peared to warrant such changes. 

The results of these rate increases are illustrated in Table I, in 
which are set forth comparisons of the rates in 1913 and those ex- 
isting in 1922 upon hogs destined for the Chicago market." 

These figures indicate that the railroad charges made for ship- 
ping hogs to this central market increased approximately 50 per 
cent. The Report of the Joint Commission of Agricultural Inquiry? 

* Report of Joint Commission of Agricultural Inquiry, Part III, p. 13. 

* Ibid., p. 100. 
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states that on shipments of wheat from representative South 
Dakota points to Chicago the freight rate increased from 9.9 cents 
to 16.8 cents per bushel, or about 68 per cent. The complaint of 
agricultural producers is directed largely against the lack of rela- 
tionship of freight charges to prices of farm products. From 1910 
to 1914, the average price of farm products and the railroad reve- 
nue per ton-mile remained in close relationship to each other. As 
a matter of fact, there was practically no increase in freight rates 
till 1917, and even then up to 1920 freight rates increased more 
slowly than did the price of agricultural products. After the 1920 
slump in the prices of agricultural products, there occurred a very 
substantial increase in freight rates. In June, 1920, the index of 
farm prices stood at 246 and that of railroad rates at 129. (The 
five-year average prior to 1914 is used in both instances as 100 per 
cent.) A year subsequent, June, 1921, the index of the revenue 
per revenue-ton-mile was 171, while the index of farm prices had 
gone down to 104." In this period when there was such a decline 
in the price of agricultural products and at the same time a further 
advance in railroad rates, the farmers appreciated more keenly 
than ever the relationship of freight charges to market prices. Re- 
cently there has been a further decline in prices of farm products, 
while there has been but a slight diminution in railroad freight 
charges. The farmer feels that he is still burdened with maximum 
railroad rates, while the products which he has to sell are marketed 
at pre-war prices. He believes that he is obliged to bear a double 
burden; that the high freight rates paid on all the goods he buys 
and the high freight rates on his products to market are both 
charges assessed against him. 

To determine the effect of a change in freight rates upon the 
producer and the consumer and upon agricultural conditions in 
general is not as simple a problem as the farmer believes it to be. 
Who pays the freight charge is not the question, but who in the 
end bears the freight charge is the problem presented for solution. 
A Kansas farmer, let us say, ships a carload of cattle to the Kansas 
City market. The farmer finds that the amount of the freight bill 
is deducted from the sales price; he, therefore, claims that he has 

* Report of Joint Commission of Agricultural Inquiry, Part III, Chart A tr. 
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paid the freight. The buyer in Kansas City is certain that what 
he paid for the cattle covered the amount received by the farmer 
and also the railroad freight charges, and upon being asked insists 
that he paid the freight. Which one is right? 

In analyzing this problem we must not lose sight of the fact 
that transportation is a part of the process of production. The 
farmer in producing his agricultural products, just the same as a 
manufacturer, produces form utilities; the railroad in transporting 
commodities from one place to another is engaged in adding place 
utilities to these commodities. The farmer and the railroad are 
engaged in supplying complementary utilities. The wheat, pork, 
cotton, and other goods become available to the consumer who 
lives far removed from the locality where such goods are grown or 
produced, only through the transportation agency. Without add- 
ing place utilities, these agricultural products destined for a dis- 
tant market would have little or no value. It is generally admitted 
that in the long run railroad charges must be adjusted in such a 
manner that production will continue. 

A careful distinction must be made in attempting to measure 
the effects of an increase in freight rates between the immediate 
results and the results in special cases, on the one hand, and the 
results which are enduring, permanent, and general in character. 
The immediate effect of an increase in freight charges may well be 
that the farmer gets that much less for his product, where he has 
no chance to influence the amount of the crop or the supply. For 
a period of years, until the farmer can make a readjustment in his 
crops, he may be considered as paying the freight on what he 
raises. 

The shifting and incidence of freight charges on agricultural 
products is in reality one aspect of price determination. In theory, 
the same principles may be applied to this question as are devel- 
oped in a study of the shifting and incidence of taxes and tariff 
duties.t The changes caused in the demand for and the supply of 
agricultural products are the fundamental determination of the 
value or the price of these products. Freight charges, inasmuch as 
they are regarded as a part of the cost of production, naturally are 

t Seligman, The Shifting and Incidence of Taxation, Part II. 
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an important element in these changes. Where the freight charge 
is increased, an attempt is made to raise the selling price by the 
amount of this increase. If the selling price cannot be advanced 
to the same degree, the producer’s profits will decline and a dimi- 
nution of the product will result. Those producers who were 
known as “marginal producers” will be forced out of the field, and 
considered from the long-time point of view the supply will de- 
crease. This diminution of the supply will have its effect on the 
market and will result in an increase in price. It may be said that 
under such conditions the consumer bears to a very large extent 
the increased freight charge. 

The actual process in large and nation-wide markets is not so 
simple. A great many complications enter. To what extent the in- 
creased freight charge is borne by the consumer depends upon a 
number of considerations which in turn affect demand and supply. 
In a study of the theory of price changes and fluctuations in value, 
a distinction must be made between production carried on under 
competitive conditions and production under monopoly condi- 
tions. The cost of the marginal product is not the determining 
factor in price-fixing where monopoly conditions prevail. The 
producer who has a monopoly can fix the price of his product, and 
will naturally do so, at the point which will yield him the largest 
net return. He is able to control his production to such an extent 
that he will be able to get this return. Where there is a state of 
competition among producers, no one has an absolute control over 
the supply. In agriculture, monopolistic production is almost 
wholly lacking. Not only are there competitors in each locality, 
but at the same time different sections of the country are in com- 
petition with each other as regards the marketing of most agri- 
cultural products. Even though there are a number of large and 
powerful co-operative associations which market important agri- 
cultural products, still they do not exercise an absolute control of 
the supply which alone affords monopoly powers. Although there 
may be in one section of the country a producers’ organization 
which tends toward the controlling of the supply of a given crop, 
monopolistic price control could not be practiced because there is 
actual or potential competition from producers in some other sec- 
tion of the country. 
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The demand for agricultural products must also be fully ana- 
lyzed before any conclusion can be reached as to the effect which 
an increase in freight rates may have on the price charged for them. 
That demand is spoken of generally as elastic or inelastic, In cases 
where the demand falls off when there is an increase in the price 
of a product and the demand increases when the price decreases, 
it is said the demand is elastic. An inelastic demand is described 
as a condition where there is little or no change in demand caused 
by changes in prices. If the freight rates are raised on an agri- 
cultural product which the consumers must have and for which 
they are willing to pay an increased price, the increase in freight 
charges is shifted almost wholly to the consumers and the farmer 
will bear little or none of the burden. There are, indeed, very few 
agricultural products, if any, for which there is a strict inelastic 
demand under all conditions. The power of substitution is al- 
ways present and can be readily exercised. Furthermore, in con- 
sidering the consumption of foodstuffs we must not be unmindful 
of the fact that the standard of living itself is elastic and that only 
a very small portion of the country’s population is living at the 
minimum-of-subsistence level. 

Where there is an elastic demand and a fixed supply of agri- 
cultural products ready for the market, it will not be possible to 
pass on to the consumers the whole amount of the increase in 
freight charges. If the total amount were added to the price, the 
whole supply could not be marketed because of the diminution in 
the demand. As a result, there would have to be a division of the 
increased freight charge between the consumer and the producer. 
To what extent there is a shifting to the consumer depends wholly 
upon the degree of the elasticity of the demand. The less elastic 
the demand, the greater will be the consumer’s share of the freight 
charge; the more elastic the demand, the greater will be the pro- 
ducer’s share. The foregoing analyses have been predicated upon 
a more or less constant or inelastic supply. In agriculture we find 
that there is possible a variation in the supply caused by premedi- 
tated actions of the producers. 

The elasticity of the supply of agricultural products presents 
a great many more complications than are found on the demand 
side. Certain portions of the total supply of a given agricultural 
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product, be it grain, fruit, or live stock, are produced at certain 
costs, while other portions are produced at different costs. In such 
cases the differential advantages of production have a very mate- 
rial effect on the supply coming to market over a given period of 
time. Certain farmers or groups of farmers can produce at a less 
cost than others. The causes are manifest: quality and fertility of 
the soil, superior knowledge and skill of the farmer, more favor- 
able situations, fortunate climatic and weather conditions are all 
factors which have to be taken into account. We must also bear 
in mind the difference between static and dynamic conditions. In 
a static condition, demand and supply remain stationary; there is 
no change in population or in methods of farming, nor an increase 
in scientific knowledge. Under such conditions, value and price 
are determined by the cost of producing the most expensive unit 
of a given product. A certain demand is made, and in order to 
meet it a like amount is necessary on the supply side: In order to 
call forth that whole quantity demanded, the price has to be high 
enough to cover the costs of the most inefficient and disadvan- 
tageously situated producer. Those producers who can bring forth 
their products at a lower cost will naturally benefit to that extent. 

This condition, however, does not prevail in actual agricultural 
production; it is dynamic as distinguished from static. There is a 
continual flux on both the demand side and the supply side. There 
is a constant change in the number of people and in the intensity 
of their wants; tastes are modified by whims and by actual neces- 
sities. Methods of production also do not remain fixed; improve- 
ments in agriculture are constantly made, applications of newly 
discovered scientific principles are being continually applied to the 
art. While it is true that at any given moment a certain agricul- 
tural product being supplied by numerous producers sells at a 
fixed price, it must not be overlooked that those producers who 
are the most efficient and are producing at the greatest possible 
advantage are anxious to increase their profits by producing a 
larger quantity. This larger supply thrown upon the market will, 
without any change in the demand, tend to reduce the market 
price. While the price to the efficient producers will be reduced, 
they will earn a larger total profit on account of producing a larger 
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part of the supply—assuming that the law of diminishing returns 
has not started to operate. This process, the reduction in price 
and the shifting of the supply, must bear down heavily upon the 
inefficient or marginal producer. Those that are right on the 
fringe will be eliminated and their place taken by their more suc- 
cessful and better-situated competitors. Under such conditions, 
then, there is a tendency for prices to be fixed by the costs of the 
most efficient producers. In the long run, price is fixed at the 
point of lowest cost, but at any given moment the producer whose 
costs are the highest and whose product is still needed to meet the 
market demands, determines market price. 

These economic laws operate in agriculture just the same as in 
manufacturing or in commerce, but their effect cannot be as readi- 
ly observed, and a great many more serious complications enter. 
Agricultural products are for the most part annual crops; the rais- 
ing of live stock extends over even a longer period. These adjust- 
ments are therefore less readily and easily made. It is a serious 
and difficult problem in many cases to shift from one type of pro- 
duction to another.’ It may be that the least efficient producers 
will continue adding to the supply when their costs have been be- 
yond their returns for a considerable period of time. It may take 
them some time to find it out, and in the meantime they are living 
off past accumulated capital, their own or that of someone else. 

As indicated above, the agricultural producer will sooner or 
later reach a point where it will not be profitable for him to in- 
crease his yield, where additional applications of capital and labor 
to a given area of land will result in larger yields but of smaller 
relative amounts. When the proportionate yield begins to fall 
off, the point of diminishing returns—or increasing costs—has 
been reached. Under such conditions the producer will be less 
able to shift the burden of increased freight charges to the con- 
sumer than in cases where the cost is constant or even diminishing. 
In general it may be said that less of the increased freight charge 
will be borne by the consumer when the demand is more elastic 


* The principal reasons for the inelastic nature of the agricultural industry are 
summarized in “The Economic Future of Our Agriculture,” C. L. Holmes, Journal of 
Political Economy, October, 1924, p. 509. 
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than the supply, than when the supply is more elastic than the de- 
mand. It must be appreciated, therefore, how many elements are 
involved and how great their complications and ramifications are, 
in making a study of this problem of the shifting of increased 
freight rates on agricultural products. Although it may be shown 
that the consumer bears the total freight charge, an upward move- 
ment of freight rates may have very serious indirect effects upon 
a country’s system of agricultural production over a definite pe- 
riod of time. 

Distance from the market and the relative level of transporta- 
tion charges are vital considerations so far as the development of 
agriculture is concerned. This phase of the subject was par- 
ticularly stressed by von Thiinen in his studies in agricultural pro- 
duction. He approached the subject by assuming that there was 
an isolated region, without navigable rivers and canals, of uniform 
fertility. (At the time he made his investigations, 1842, railroads 
had not become important factors in the transportation of agri- 
cultural products.) He showed that the distance from the central 
market determined almost wholly the type and character of agri- 
cultural production in the several concentric circles. Under actual 
conditions we realize that while this matter of distance is an im- 
portant element, there are also other considerations, such as the 
relative fertility of the soil, wages paid to labor, possibility of us- 
ing machinery, and others. In the United States there are a great 
many of these ceniral markets, some of greater importance than 
others. The concentric circles determined by distance from the 
market are in evidence. The boundary lines in some cases lack 
clear definition, and again in others there is certain amount of 
overlapping. But the influence of distance from the market and 
the transportation problem raised thereby is not lacking. Freight 
rates to a very large extent are the determining factor in the de- 
marcation of these zones of agricultural production. A change in 
freight rates will eventually result in a readjustment of producing 
areas. As rates increase, the producer located in the zones nearer 
the market finds he has an advantage over his competitors operat- 
ing in the more distant zones. A larger part of the products will 

* Von Thiinen, Der isolirte Staat. 
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be produced nearer the market, and if everything else remains the 
same, it may well be that the producer in the outer circle will have 
to drop out or he will have to divert his energies to crops which 
can be more favorably produced at that distance and which are 
able to bear the current freight charges. Intensive cultivation in 
the inner zones is promoted by high freight rates. The ultimate 
effect of such a readjustment of freight rates is a widening of 
the gap between producers and consumers.’ 

There is another aspect to this problem. An increase of 
freight rates upon both agricultural products and manufac- 
tured goods will in the long run tend to shift the large manu- 
facturing and commercial centers. The farmer in the Middle 
West sees that the foodstuffs and raw materials which he produces 
are hauled long distances to eastern cities, there to be consumed 
and used up by the large and populous manufacturing centers. In 
turn he sees that the manufactured goods, shoes, clothing, ma- 
chinery, are carried back again to the large agricultural sections of 
the west for consumption. An increase in the freight rates on these 
commodities moving both ways means that more of the country’s 
social wealth flows into the hands of those connected with the 
transportation industry, and the producer and consumer on the 
farm and the consumer manufacturer in the large manufactur- 
ing centers each has that much less. The tendency is for these 
market centers to move out into these production zones. That 
movement can be observed in this country and has gone on for 
a number of decades. The western movement of population 
tended to bring that about even without any change in freight 
rates. The increased freight rates will in effect accelerate the 
movement. The shoe industry, for example, used to be central- 
ized in New England cities. Now Milwaukee and St. Louis 
have become large producers of shoes. New England produces 
just as many shoes as she ever did, but she has lost her position 
of relative importance; she produces now a smaller percentage 
of the total product.? The increased freight rates, therefore, will 
tend to develop markets nearer the areas of the production of 

* Hibbard, Marketing Agricultural Products. 

2 U.S. Census, Manufacturers, 1900 and 1910. 
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raw materials and the field of consumption. The territorial di- 
vision of labor to a very large extent outside the location of 
natural resources is based upon cheap transportation. 

An increase in freight rates brought about by an application 
of a fixed percentage has a tendency in many cases to disturb and 
unbalance former market relationships, which may place certain 
groups of producers at a considerable disadvantage and conse- 
quently bring about changes in areas of production. To illus- 
trate this there is given in Table II a comparison of the changes 
in rates as they affected vegetable shipments from certain Texas 
points to the Chicago market.’ 


TABLE II 


CoMPARISON OF RATE CHANGES ON VEGETABLES TO 
Curcaco, Intrnors (CaRLoaD Lots) 








Rate per I 


From 100 
Pounds 





Jacksonville, Texas $1.15 
Jacksonville, Texas 1.71 | $0.56 48.7 
San Benito, Texas 1.50 
San Benito, Texas 2.21 0.71 47-3 

















A certain vegetable, for example, was produced at Jackson- 
ville, Texas, and also at San Benito, Texas, and was sold in the 
Chicago market at a uniform price. The rate from Jacksonville 
was $1.15 and the rate from San Benito was $1.50. Still, producers 
in both places were able to compete with each other, although the 
Jacksonville producers had an advantage of $0.35 in the freight 
rate. It is assumed that the San Benito producers had other ad- 
vantages, more fertile soil, cheaper land, cheaper labor, which 
tended to offset the advantage which Jacksonville had in freight 
rates. The application of a fixed percentage to these old rates 
brought about a disturbance of this former relationship. It meant 
that the rate on vegetables produced at and shipped from San 
Benito was increased $0.71 and the rate from Jacksonville was 
advanced only $0.56. In other words, San Benito producers had 


* Report of Joint Commission of Agricultural Inquiry, Part III, p. 480. 
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to overcome a differential of $0.15. Everything else remaining the 
same, the tendency was for Jacksonville producers to increase 
their yield to a certain extent and the marginal producers of San 
Benito had to drop out or produce at a loss. Not all of this in- 
crease had to be borne by the producers unless the demand in 
Chicago was so elastic that it would not tolerate any addition, 
however small, to the price. 

This change in relative rates can also be illustrated by com- 
paring the increase in rates on citrus fruits shipped from Florida 
and from California respectively to the Chicago and New York 
markets (Table III). 


TABLE III 


CoMPARISON OF RATE CHANGES ON CitTRUS FRuITS 
(Cartoap Lots) 











F Y po 
rom ear ncrease 
Rates |" in Rates 





To Chicago Jacksonville, Florida 1914 
Jacksonville, Florida. 1920 > ‘ 44.9 
Los Angeles, California 1914 ; 
Los Angeles, California 1920 , , 30.6 
To New York | Jacksonville, Florida 1914 ; 
Jacksonville, Florida 1920 , 44.3 
Los Angeles, California 1914 " 
Los Angeles, California 1920 ‘ A 42.6 




















California and Florida oranges, while not identical in qual- 
ity, are in competition with each other, and each type appeals 
to the consumer’s demand. Before the increase in freight rates, 
the Florida oranges came into the Chicago market at a rate of 
$2.07 a hundred pounds, the California oranges bore a rate of 
$2.75. The Florida oranges therefore had an advantage in freight 
rates of $0.68. After this rate adjustment was made, Florida 
oranges found themselves with an advantage of only $0.59. In the 
New York market, Florida oranges used to have an advantage 
over California oranges in freight rates amounting to $0.97. The 
1920 increase in freight rates raised this differential in favor of the 
Florida growers to $1.34. There has been added, in other words, 


* Ibid.,”Part III, pp. 475, 477- 
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$0.37 to the differential which formerly made it exactly that much 
more difficult for the California orange-growers to compete with 
the Florida growers. In order to retain their portion of the sales 
it will be necessary for the California producers to increase the 
public demand for their particular product or seek to get into the 
market at a lower cost. With these increased transcontinental 
freight rates prevailing, California shippers are naturally turning 
to other and more economical means of transportation. This ac- 
counts for the fact that an effort is being made to move the citrus 
fruits of the Pacific coast to the eastern section of the country by 
water carriers through the Panama Canal. Such a change in 
freight rates may have an adverse effect upon the value and rental 
of orange-growing lands in California. At the same time, the ad- 
justment may prove highly beneficial to the orange industry of 
Florida. 

In considering these reactions it must be assumed that the de- 
mand for oranges is inelastic enough so that there will be no falling 
off of the amount demanded even at an increased price. If there is 
a substantial reduction in the demand on account of an advance in 
price, both growing sections will be affected, with Florida having 
a relative advantage because of the disturbance in the previous 
rate relationship. On the other hand, the experiment of shipping 
oranges from California in refrigerated ships may prove so success- 
ful and the costs of transportation may be so low that this over- 
land orange traffic may be lost to the rail carriers in the future, 
and Florida growers may even find themselves at a disadvantage 
on account of this competition from California growers carried on 
under improved means of transportation. These cases are simply 
cited to show how far-reaching may be the effects of an increase 
in freight rates, particularly if the advance is made on a percent- 
age basis, which may have a very vital bearing on the movement 
of commodities and the maintenance of competitive conditions. 

The principle that the agricultural producer bears invariably 
all of the freight charges on his products cannot be maintained in 
theory or in actual practice except as mentioned above, where 
there is an advance in freight rates and not sufficient time elapses 
for the industry to adjust itself to the new conditions. The price 
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paid for the product will in the long run have to be sufficient to 

_cover the transportation cost as well as the production or growing 
costs. In making these adjustments, however, which are made 
necessary on account of changes in transportation costs, rear- 
rangements in the areas of agricultural production may be brought 
about which, in cases of an increase in transportation charges, may 
have a very serious effect upon those producers in the least ad- 
vantageous situation and farthest away from the market. 


HENRY R. TRUMBOWER 
Wasaincton, D.C. 





SYMPTOMS OR AGENCIES? 


A NOTE ON THE LITERATURE OF UNIONISM 


“T had been teaching labor problems for three years and had 
studied it in two American universities, under Sidney Webb in London, 
and in four universities in Germany. I found that I had no funda- 
mentals which could be called good tools with which to begin my anal- 
ysis of [the Wheatlands] riot.” It was from this feeling of helplessness 
in the face of the violent outburst of a group of California casuals that 
Carleton Parker dated his dissatisfaction with the standard works on 
strikes and unions and the quest that led to his own unique contribu- 
tions. What, then, was this approach that the universities and even 
the Webbs had failed to give him, and what was the essence of his own 
new method? Parker himself stated it as the bringing into economics 
of a “new psychology” put together out of the instincts of McDougall, 
the behaviorism of Watson, and the complexes of the Freudians; and 
it was in these terms for the most part that both eulogists and critics 
discussed his contribution. In the meanwhile, however, this curious 
compound of doctrines has fallen into disrepute, and surely the appeal 
to psychology has lost all savor of novelty; yet the essays on “The 
Casual Laborer” and on “The I.W.W.” are as fresh and as valid today 
as at the date of their writing. They are as much the indispensable 
introduction to the problem of the migratory worker to those who 
approach it from the standpoint of the “labor class traditions touching 
social life, sex life, and ostentation’? to which Parker refers in a sen- 
tence or two as to those who retain a belief in the “some sixteen instinct 
unit characters” which he made famous as eternally “present under 
the laborer’s blouse*”’; they are as useful, that is, to those who reject 
his kit of psychological tools as to those who accept it. The essays seem 
to have outlived their “psychology”; the explanation of their survival 
and the statement of their contribution must apparently be sought in 
other terms. It is the present writer’s suggestion that the new element 
may be stated quite simply as the approach to the study of unions not 
as agencies for accomplishing certain purposes, but rather as symptoms 

* Carleton H. Parker, The Casual Laborer and Other Essays, p. 27. 

* Ibid., p. 103 (italics mine). 

3 Op. cit., p. 162. 
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of underlying conditions. Parker starts, as do many other writers, with 
the facts of union behavior; the difference seems to be that he faces not 
in the direction of the effects of those activities, but in quite the other 
direction, toward what they reveal of the nature and quality of the 
lives of individual workers. 

There can be no doubt that the consideration of the unions as 
instruments—effective or futile—for securing certain results has been 
the dominant one throughout the literature of the subject. Industrial 
Democracy, the great classic in the field, is an analysis, first, of union 
constitutions, and, second and more important, of “the methods and 
regulations which [they] use to attain [their] ends” ;? a publisher’s jacket 
describes it quite accurately as a study of the union “as an industrial 
device.” The History of Trade Unionism, moreover, places itself as 
clearly on the same side of the contrast by the famous definition of 
unions merely as “continuous associations for the purpose of” attain- 
ing certain ends. Nor has the emphasis been shifted by the work of 
G. D. H. Cole and the younger English writers; their departures have 
taken the form rather of an extension of the list of objects than of any 
deviation from the means-and-ends attitude. Much the same thing, 
also, may be said of the American work in the field. It is true that The 
History of Labour in the United States relates the rise and fall of unions 
more explicitly to the moving industrial background than does the 
Webbs’ narrative, but the chief attention is still on the labor organiza- 
tions as agencies, and the most frequently quoted of Professor Com- 
mons’ own dicta—that “the goal of every trade union is the trade 
agreement’’s—lays the stress not merely on the rational aims of union- 
ism but on the particular means for attaining these ends. And even in 
Hoxie’s writing, although the circumstances that a union “arises out 
of” are as conspicuous in his theory as the “remedial program” that it 
adopts, and although a passing comment on the I.W.W. might even be 
thought of as the text that Parker expanded,’ the current of interest 
still runs from the “‘efficient causes’’® of unionism to the movement it- 


tS. and B. Webb, Industrial Democracy, p. vi (1897 edition). 

2S. and B. Webb, History of Trade Unionism, p. 1 (italics mine). 

3J. R. Commons, editor, Trade Unionism and Labor Problems, First Series, 
p. vii. 

4R. F. Hoxie, Trade Unionism in the United States, p. 60. 

5 Ibid., p. 145. “It is a symptom if you will, and in that alone, if anywhere, lies 
its present social significance.” 

6 Ibid., p. xv (Downey’s Introduction). 
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self, and the brilliant genetic analysis is primarily a tool for the under- 
standing of “the Aims, Principles and Theories, Policies, Demands, 
Methods, and Attitudes of Trade Unionism.”* All of these writers 
have, of course, considered the causes and the background of unionism, 
and the best of them have emphasized the personal and social as well 
as the purely economic elements in the environment; but even in these 
cases, “‘the underlying forces, whether temperamental or institutional,” 
have been taken merely “as data, in the sense that they do not them- 
selves require to be explained for the purpose in hand.”* And that pur- 
pose has been for the most part the understanding of the results of 
unionism. 

With Parker, on the other hand, all this is reversed. What is back- 
ground for the best of the other writers becomes foreground for him. 
He is not a student of what unions can accomplish; his interest is rather 
in the personal and social situations to which their acts call attention. 
“The Aims, Principles, and Theories,” therefore, and the rest of the 
familiar categories, are either entirely absent in his writing, or else they 
appear in their turn merely “as data” for the ing:‘ry into the workers’ 
lives. Parker spends no time in preparing what he scornfully refers to as 
“formal briefs on temporary instruments.” The “goal” of revolution- 
ary unionism receives only a phrase or two, the efficacy of its methods 
hardly more. The strike is considered not as a device for securing 
certain concessions; it is an outburst to be interpreted both as an emo- 
tional release from degrading conditions‘ and also as a valuable indica- 
tion of the fact of their existence. Like other “resorts to [an] enterprise 
in pugnacity,” it is to be understood as “‘a means of expressing resent- 
ment” and of escaping from a feeling of inferiority. The strike, he 
concludes, is “the most notable inferiority compensation in industrial 
life,” and its chief significance for the social scientist lies in the fact 
that it tends “to reflect,” and therefore to expose, ‘“‘the psychic ill- 
health generated by the workers’ experience.”’ In this view, then, the 


*R. F. Hoxie, Trade Unionism in the United States, p. 391. 

* From Downey’s Introduction to Hoxie, op. cit.. p, xxiii (italics mine). 

3 Parker, op. cit., p. 6. 

4 The importance of union activity as an “emotional outlet” has been suggested 
a number of times outside the literature of the specialists on unionism, notably by 
Charles H. Cooley in Social Organization, and by the Hammonds in the chapter on 
“The Spirit of Union” in The Town Labourer, and an attempt to work out the point 
in greater detail has since been made by Frank Tannenbaum in chapters iv and vii 
of The Labor Movement. 
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I.W.W. hardly appears as an agency at all; it is “purely a symptom of 
a certain distressing state of affairs.’ 

Agreements and unions as agencies; strikes and unions as symp- 
toms: this contrast, then, expresses a wide divergence in points of view. 
Yet the difference between the Webbs, for example, and Carleton 
Parker is only in part a matter of unlike temperaments and conflicting 
theories. It is at least as obviously a matter of the groups of facts that 
came to their notice. Parker was studying the lives of the hobos work- 
ing in the heat of the California hopfields in the summer and “lying 
up” for the winter in San Francisco “flophouses,” and it was clear to 
him how little the I.W.W. was accomplishing or could possibly accom- 
plish with respect to the basic problems of winter unemployment and 
sex starvation that he saw in the background of the riots and the kiln- 
burnings. But the conditions of the British workers, on the other hand, 
however unsatisfactory, were rarely reflected in the shooting of sheriffs, 
and the Webbs were busily at work studying the actions of stable and 
successful unions in the very process of changing those conditions. It 
is not altogether surprising, then, that Parker should have found the 
concept of a union as merely an agency so utterly inapplicable to his 
particular case that the agency idea dropped out of his statement al- 
together. And it is even less surprising that the notion of a union as 
“purely a symptom” never occurred to the Webbs, and would have 
seemed ridiculous if it had. 

The two cases, moreover, are quite enough to make clear that the 
one method cannot replace the other. Surely neither the genetic ques- 
tion, “(How do workers get that way?” nor even the simpler question, 
“What way are they?” is any more legitimate than the instrumental 
question, “How can they get out?” and no amount of psychological skill 
in tracing union activities to their underlying causes, and no amount 
of eloquence in showing that they are the reflection of distressing condi- 
tions, will ever absolve the economists from the task of a cool considera- 
tion of the efficacy of the organizations in comparison with other 
agencies for changing those conditions. The study of unions as instru- 
ments is an important branch of economics, and a particularly interest- 
ing one in the days when they are beginning to add birth-control clinics 
and engineering staffs to their conventional arsenal of weapons. In this 
sense, moreover, the Parker of the collected essays was hardly a student 
of unionism at all. Yet in spite of this difference of purpose—or per- 


* Parker, op. cil., pp. 6, 14, 51, 52, 123. 
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haps even because of it—his work is of real value to the men who stay 
in this field. For its effect is to call attention sharply to certain neglect- 
ed elements, particularly the sexual, in that background which they 
must understand if they hope to appreciate either the limits or the 
possibilities of union action. And it is of even greater importance in 
forcing the realization that their work, after all, may be only a small 
part of the story, and that the significance of the problems the unions 
uncover may be far greater than that of any changes the organizations 
themselves are likely to propose. For strikes and unions are symptoms 
of more ills than they alone can cure, and it is the vigor and clarity with 
which this point is presented that makes “The Casual Laborer” one 
of the most significant introductions to the wider questions of social 


science. 
CarTER GOODRICH 
UNIVERSITY OF MICHIGAN 
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The Mechanism of Commercial Credit. By W. H. STEINER. 
New York: D. Appleton Co., 1922. Pp. xv+375. $3.00. 
Although considerable material dealing with business credit 
terms is available, it has remained for Mr. Steiner* to give us the first 
adequate, fundamental analysis of the reasons why the business 
credit terms and practices in the United States are what they are. 
The analysis is divided into three parts with an introduction which, 
among other things, contains a useful bibliography of previous studies 
of the problem. Part I analyzes the fundamental economic forces 
which shape credit terms, including dating and discounts both trade 
and cash, in various lines of business. The author finds that the 
buyer’s marketing period? sets the upper limit to all credit terms. 
The operation of this fundamental force is modified by the marketing 
methods used, competitive conditions in the industry or stage of 
the economic process and changes in the business cycle. 

Part II proceeds “to evaluate critically the present structure of 
terms.’’? A detailed history of the trade acceptance movement in 
the United States is presented and an estimate is made based upon 
the results of several investigations, of the values, limitations and 
extent of use of this credit instrument. The author here argues the 
relative effectiveness of the present cash discount, net terms system, 
and the proposed net terms trade acceptance system from the points 
of view of seller, buyer, Ltanker, and economic society, 

Part III contains a useful compilation of fact material concerning 
the credit terms existing in some twelve industries. These data 
constitute the “apperceptive mass” which forms the basis for the 
author’s analysis. Logically this evidence should precede rather than 

tMr. Steiner is Acting Chief, Division of Analysis and Research, Federal 
Reserve Board. 

2 The term “consumption period” is used by the author interchangeably with 
“buyer’s marketing period.”. This seems confusing to the reviewer since the 
marketing, or merchandise and receivables, turnover period may depend upon 
other and more important factors than the consumption period for the product. 


3 See p. 11 of the work. 
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follow the conclusions drawn from it in Parts I and II. The data are 
presented in tabular form at the close of the book. 

Each part of the work is commendable, but Part II is especially 
deserving of praise. The author shows that the issue between adher- 
ents and opponents of the trade acceptance is fundamentally one of a 
choice between a cash discount and a net terms trade acceptance 
system if the trade acceptance is to be used other than as a collection 
device. His conclusion on this question is typical of the soundness 
and clarity of his thinking which so admirably cuts through the bias 
of propagandists on both sides of the issue. He says in part:* 

The cash-discount system is specially adapted to certain conditions 
and serves a useful purpose in connection with them, while the net-term 
system is peculiarly applicable under other conditions. Furthermore, 
when a survey is made of trade-acceptance development in the United States, 
a distinct tendency is found away from general and indiscriminate use of 
the instrument and toward careful consideration of its specific fields of use 
and the adaptation of it to these fields Experience has demonstrated 
that its field of use is somewhat different than had previously been stressed 
and that it is of particular service in connection with the collection of 
accounts. Accordingly, instead of being in conflict with the present 
system of commercial credit in the United States, when properly analyzed 
it fits into and becomes an integral part of that system 

A final lesson that this study of trade acceptance principles teaches is 
that the fundamental factor in credit granting is the recipient of credit, 
and not the form in which the credit is extended or the agency by which it is 
measured. 

Happily the faults of the book are of minor character. Punctu- 
ation is sometimes indiscriminately used, quotations and the tabular 
statement of terms appended are in too small type for ready perusal. 
The title might be qualified by the word domestic. The use of the 
word “commercial” rather implies the exclusion of credit practices 
and terms outside wholesale and retail distributive channels for con- 
sumers’ goods. This implication is belied by the contents of the book. 
The author’s style is somewhat toneless and sometimes his sentences 
are awkward and involved. These are merely physical and rhetorical 
defects. 

As to defects of content. The uses and limitations of the bank 
acceptance are not discussed. In view of the growing importance 
of this instrument the omission is to be lamented. The author also 
fails to catch this misstatement attributed to adherents of the cash 


t See pp. 183-84. 
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discount: “Those who uphold the cash discount system point to the 
great tendency to decrease in both prices and profits in the United States 
during the last 20 years.” As a matter of fact, the price level has 
shown an upward trend since 1900 and evidence concerning the trend 
of profits is too sparse to permit conclusion. Finally, the reviewer 
finds it difficult to agree with Mr. Steiner when he says that, assuming 
the general use of the trade acceptance would make for easier credit, 
easier credit would result in a price rise. Easy credit may facilitate 
expansion but it is per se a factor of questionable force as a cause of 
business expansion. In short other things must be equal. 

Minor defects aside, the book is a valuable addition to our knowl- 
edge of the domestic credit mechanism. It should be of value to 


business men, bankers, and business students. 


S. P. MEEcu 
UNIVERSITY OF CHICAGO 


American Economic History. By HARotp U. FAULKNER. New 
York: Harper & Bros., 1924. Pp. 721. $3.50. 

The writing of textbooks in American economic history is moving 
on. The conventional volume in this field has dealt—and it must be 
admitted that it has dealt efficiently—with the innumerable recordable 
facts of three centuries of economic life as they can be piled upon one 
another, decade by decade. The trite “all history is economic history” 
might well be matched by “all economic history is the compilation of 
statistical material.” But in this age of analysis, mere enumeration is 
not enough. 

In this book Faulkner takes a perceptible step forward in the direc- 
tion of interpretation and analysis of the economic life of this country. 
The advance is more evident in the form which the chapters take than 
it is in the text itself, but it is undeniable. And yet the author might 
so easily have gone farther, dealing with the eternal “why’s” of the 
intelligent student: Why was American agriculture backward for so 
long? Why were we so slow to accept technical improvements in ocean 
transportation? that the reader is tantalized. 

But the teacher of economic history who is inclined to offer an 
Oliver Twist-like request for “more” should not lose sight of the new 
resources which this volume gives him. They are distinct, and they are 
spread before him in an attractive form. Faulkner takes his economic 
history in bigger doses than most of the writers in this field. There are 
many people who will be glad to see a chapter on “‘Transportation and 





362 BOOK REVIEWS AND NOTICES 


Communication to 1860” rather than the familiar shorter spans, and 
“Agriculture from the Close of the Revolution to the Civil War” sup- 
planting another set of chopped sections. Many a teacher, too, will 
welcome the emphasis given to the events of the last half-century. 

The writer is free from bombast. There is no over-glorification of 
the influential position into which our great resources have brought us. 
In the chapter on “World Trade and the New Imperialism,”’ one of the 
least conventional and most suggestive chapters in the book, he leans 
backward in his attempt (apparently one made with little difficulty) to 
avoid the cheaper form of nationalism. It is in this chapter, by the 
way, that the author comes closest to a real economic interpretation 
of history. It opens bravely with a distinction between the “old im- 
perialism” which mercantilism produced and the “new wave of im- 
perialism which has swept over the world since 1870,” and the reader’s 
hopes are high; but the closing sentence is a tame enumeration of the 
commodities which the United States is unable to raise at home. 

On the whole, the book is satisfying: it is well organized, broad in 
outline, and likely to prove suggestive to the student. If the author 
leans too heavily upon secondary material for the accounts of our later 
years, particularly in the chapter on the labor movement, he partly 
justifies himself by selecting this material with unusual discrimination. 
Otherwise the sources given under “‘Notes for Further References” are 
well chosen and so arranged and described that they stand ready for the 
use of the advanced student. 

The principal criticism to be made is, after all, the first: the author 
has not gone quite far enough away from the pattern. He has not 
wholly avoided those chapters and paragraphs so close packed with 
uninterpreted information that the eye and mind weary. But as the 
student travels over the great, sweeping cycles in which the author 
plots American economic history, he will almost surely be stimulated to 
ask the questions and frame the generalizations which he does not find 


in black and white in the text. 
AtzADA COMSTOCK 


Mount Hotyoxe CoLlLeGE 


Investment a New Profession. By Henry S. Sturcis. New York: 
The Macmillan Co., 1924. Pp. xiii+-210. $2.00. 
The author in this little book has attempted to portray the quali- 
fications of an ideal investment banking house. He maintains that in- 
vestment banking, as the title of the book implies, should belong in the 
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roll of the professions. Two conditions, according to the author, have 
prevented investment banking as a whole from occupying this position. 
The first of these can be best stated in the author’s own words 
(p. 8): 
but competition has grown noticeably in recent years, especially because of 
the formation of many firms composed of men who are brilliant salesmen but 
who lack financial responsibility. Since in many cases they have not the cap- 
ital with which to carry securities, they are forced to sacrifice in the open 
This situation has tended to increase competition and to put 
it on the plane of salesmanship rather than of service and judgment. It has 
been a gradual growth which has carried along many older houses which tried 
to resist. It is not suitable to present-day conditions under which investing 
has become so complicated as to call for a professional service rather than 
salesmanship. 


The other obstacle to this professional development is the investor him- 
self. The investor does not place himself in the same receptive atti- 
tude that he does when consulting his doctor or lawyer. The investor 
will always follow the advice of the latter two, but not that of his in- 
vestment banker. With the complexity of corporate organizations and 
the intricacies of market movements, however, ‘‘only those with a high 
degree of knowledge and training can do justice to the swings of a na- 


tion.” The author also believes, contrary to the frequently heard criti- 
cism, that the investment banker properly equipped with a service de- 
partment can give as unprejudiced service and advice as the “independ- 
ent services” having no securities to sell. This development he now be- 
lieves is taking place. 

In the discussion of investment securities themselves, the following 
topics are discussed: the general conditions, the industry, the company 
reports, the choice of a company, the choice of the particular security, 
and the procedure. These chapters are followed by the more general 
discussion of speculation, the investment trust, English methods, a 
code of ethics, an ideal investment house, and a word to the investor. 

The book is non-technical in character, but its presentation is 
forceful and convincing. The chapters on securities, though not com- 
plete, are suggestive. Some of the chapters seem trite and would leave 
the inexperienced reader of financial literature somewhat at sea. The 
intent of the author evidently is to state in general terms what the 
problem is, rather than attempt to indicate how securities shall be 
analyzed. The most valuable contribution of the book undoubtedly is 
the author’s interpretation of the investment banker’s functions and 
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his responsibilities. Quite apart from the other merits of the book, 
the author’s well-put analysis in this respect makes the book quite 
worth while. 


WALTER E. LAGERQUIST 
NORTHWESTERN UNIVERSITY 


Investment Banking in England. By BraDLEY D. NasH. Chicago: 
A. W. Shaw Co., 1924. Pp. x+114. $1.75. 

The author of this book is the first recipient of the prize offered by 
the Chicago Trust Company for an essay in the field of banking, offered 
to college students. Though the essay does not fall within the domain 
of the activities of the modern trust company, it is a creditable but 
brief presentation of the English investment banking system. 

The first one-third of the essay is devoted to the development of 
English banking from the seventeenth century to the present day. 
The largest emphasis is placed upon the development since 1862, when 
the principle of limited liability in the Companies Act was adopted. 
This historical phase of the book is followed by a short description of 
the characteristics of the English investment market and a comparison 
of the English with the American and German markets. The author 
emphasizes the fact that the English system is much more highly spe- 
cialized than our own, but English investment bankers have neglected 
local English industries. More than 60 per cent of the local industries 
finance their needs directly. The author believes this is subject to 
criticism. 

The differences between the issue house and promoter, and the 
various steps of floating a security issue are explained in detail. The 
functions and the part played in the market by the jobber and the in- 
side and outside broker likewise are emphasized. A comparison is also 
made between the broker and branch banking, with an explanation of 
the place of the investment trust. The practices of many of the pro- 
moters are severely condemned, and the advantage and prestige of the 
issue house is pointed out. Competition between issue houses has be- 
come quite severe. As a result, the banking houses have shifted their 
financial burden by placing their securities before the funds are ac- 
tually advanced by the underwriters to the industrial. 


WALTER E. LAGERQUIST 
NORTHWESTERN UNIVERSITY 





BOOK REVIEWS AND NOTICES 365 


The Problem of Business Forecasting. Edited by W. M. PERsons, 
W. T. Foster, and A. J. HETTINGER, JR. Publications of the 
Pollak Foundation for Economic Research, No. 6. Boston: 
Houghton Mifflin Co., 1924. Pp. xiii+317. $4.00. 

This book of twenty-one chapters has been developed from as many 
papers presented at the eighty-fifth annual meeting of the American 
Statistical Association. “Its central theme is the statistical basis for 
analyzing current economic conditions for the purpose of making fore- 
casts of business activities.” Six chapters deal with the problem of 
forecasting business conditions in general, one with wholesale and re- 
tail trade, two with railway traffic, two with manufacturing, two with 
building construction, four with mineral production, and four with 
crops and live stock. Most of the studies are helpfully supplied with 
illustrative tables and charts. 

Of fundamental interest is the introductory paper by Warren M. 
Persons. This deals with the nature of statistical inference, and with 
certain of the basic concepts involved in making forecasts of economic 
conditions on the basis of statistical analyses of selected periods in the 
past. Persons’ agreement with Keynes, that the mathematical theory 
of probability is inapplicable to the constants of a time series, consti- 
tutes a significant reversal of opinion from that expressed by him in the 
1919 volume of the Harvard Review of Economic Statistics (p. 127). 

Several other chapters represent valuable contributions in their 
respective fields. Those dealing with agriculture are indicative of the 
genuine progress being made by the Bureau of Agricultural Economics 
and other agencies in the forecasting, not only of crop yields and of live- 
stock marketings, but of changes in acreage sown and in live-stock 
breeding. The chapter by W. I. King on “Trade Cycles and Factory 
Production” should prove of interest to students of the manner in 
which the economic cycle operates. The paper by David L. Wing and 
F. G. Tryon on “Fluctuations in Coal Production” (bituminous) con- 
tains an informing analysis of fundamental conditions in that industry. 
Two other chapters, one by W. C. Clark on the forecasting of building 
construction and one by C. O. Hardy on the outlook for general busi- 
ness in 1924, are of exceptional value as examples of method. 

On the whole, this collection of articles should be of interest and 
assistance to those who are groping their way in the somewhat baffling 
field of business forecasting. 


GaRFIELD V. Cox 
UNIVERSITY OF CHICAGO 
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Accounting Theory. By Witt1aM ANDREW Paton. New York: 
Ronald Press Co., 1922. Pp. xii+508. $4.00. 


The author has undertaken a restatement of the theory of account- 
ing, disregarding the proprietorship concept as the point of departure 
and proceeding from the proposition that all the equities constitute an 
essentially homogeneous class. Although this is a healthy reaction 
against an overworked concept, many accountants will agree that Pro- 
fessor Paton has been somewhat too dogmatic in his argument. Claim- 
ing as the justification for his thesis that no differences of kind distin- 
guish liability and proprietorship equities, the author does not ade- 
quately consider the very great differences in degree. These differences 
are so great that for practical purposes they become equivalent to dif- 
ferences in kind. 

The book falls naturally into two divisions: first, a statement of 
the basic theory of accounting, and second, certain elaborations of that 
theory together with a few chapters on less closely related topics. 

The exposition of the fundamentals of accounting theory, pre- 
sented at considerable length in Part I, is doubtless the best to be found 
in the literature. Although rigid adherence to the “equities” idea leads 
to misplaced emphasis not infrequently, the analysis is on the whole 
brilliantly done. The definitions of income and expense, stumbling- 
blocks for students and writers alike, are clearly stated. A minor criti- 
cism might be offered of the graphic treatment of accounts to be de- 
ducted from other primary accounts (pp. 192, 193, 202, 203, et al.). 
Such an agreement indicates logically a deduction from a deduction 
rather than the simple subtraction from the primary account balance 
that is intended. 

The special problems of Part II are chiefly controversial points, 
although some hitherto neglected subject-matter is introduced. The 
resurrection of time-honored issues is amply justified by the rational 
and searching examination accorded the merits of each argument. 

The two concluding chapters on the criteria of revenue and the 
postulates of accounting are the fruits of a keen and original analysis. 

Professor Paton’s book, although a trifle tedious in places, is a sig- 
nificant step in the development of accounting theory. 


THEODORE O. YNTEMA 
UNIVERSITY oF CHICAGO 
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Principles of Merchandising. By MELVIN T. CoPpELAND. Chicago: 
A. W. Shaw Co., 1924. Pp. xiv+368. $4.00. 

The author states that “the only real solution of the problems of 
marketing is practically certain to be found in the recognition and ap- 
plication of sound principles of merchandising.” He then proceeds to 
develop and discuss principles which he believes to be applicable to 
various classes of commodities. 

In his classification of commodities Mr. Copeland has made a con- 
tribution to marketing literature. Goods for consumption he divides 
into three classes: (1) convenience goods, (2) shopping goods, (3) spe- 
cialty goods. Production goods are divided into five classes: (1) instal- 
lations, (2) accessory equipment, (3) operating supplies, (4) fabricated 
materials and supplies, (5) primary materials. A discussion of the 
methods of marketing each of these classes of commodities occupies a 
little less than one-half of the book. In chapters vi and vii, the author 
analyzes consumers’ buying motives and the buying motives of pur- 
chasers of production goods respectively. In the last four chapters he 
discusses the management of the sales force, advertising, merchandise 
turnover, and price policies. 

Mr. Copeland’s analysis of buying motives is based upon current 
practice as reflected in published advertisements. Such a method of 
analysis, as Mr. Copeland himself explains, has obvious weaknesses 
and limitations. The book as a whole is clearly the result of careful de- 
liberation and is exceptionally well written. The direct, analytical 
style of the author, and the substance of his work will commend them- 
selves to everyone interested in the development of scientific merchan- 
dising methods. 


James L. PALMER 
UnIvERSITY OF CHICAGO 


Manpower in Industry. By Epwarp S. Cowprick. New York: 
Henry Holt & Co., 1924. Pp. x+388. $3.25. 

Addressing the business executive, the director of industrial rela- 
tions, and the college student, the author of Manpower in Industry 
reviews in one volume the whole of the “vitally important subject of 
labor.” The ten human problems of industry are listed in the Introduc- 
tion as the problems of labor supply, production, interest, distribution, 
control, supervision, employment, training, human well-being, and 
preventing strife. These problems are dealt with indirectly in forty- 
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one brief chapters. Beginning with the historical background of the 
modern working class, the author rapidly reviews unionism and the 
American labor movement, the worker’s relation to capitalism, his 
point of view and desires, and labor supply and immigration. The re- 
maining five-sixths of the book is devoted to the specific problems of 
the director of industrial relations, such as hiring and placing, employee 
representation, training, accident prevention, wage payment, and a 
score of others. 

The volume contains good material. The author’s experience as an 
industrial engineer provided a wealth of interesting examples from 
which to draw. The chief difficulty seems to be the absence of a clear 
and definite organization. As a survey of the field for the student or 
business man unacquainted with modern developments in labor man- 
agement, the book will be found useful and readable. As a guide to the 
director of industrial relations or the advanced labor student, it pro- 


vides little that is new or valuable. 
M. J. WIESE 


UNIVERSITY OF CHICAGO 


Some Great Commodities. By E. M. MILLER and OTHERS. Garden 
City, New York: Doubleday, Page & Co., 1922. Pp. 287. 


$1.75. 

This volume contains a series of ten essays on coal, cotton, iron and 
steel, lumber, petroleum and its products, rubber, silk, sugar, wheat, 
and wool by six members of the Statistical Division of the National 
Bank of Commerce in New York. 

Written primarily for business men and laymen, its style is simple 
and direct, perhaps too coldly matter-of-fact. The chief value of the 
book lies in the tabular presentation of statistical material bearing 
on the production, sources of supply, and commercial importance of 
the foregoing commodities, thus making this book a convenient 
reference work for the casual seeker after facts. The most apparent 
weakness of the book lies in the lack of interpretation of the real 
significance of these commodities in modern industrial society. But 
this is hardly to be avoided when attempting to treat a commodity of 
vital importance in twenty or thirty pages. 

EarRLeE LERoy RAUBER 


UnIversity oF CHICAGO 








